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Y FELLOW CITIZENS: Tonight I want to talk 
mainly with the farm folks, with you men and 
women on the farms of America. But the subject 

of my talk is of vital concern to all of you—whether you 
live on a farm or ranch, in a small village or in a great city. 

My subject involves our food and fiber supply, and the 
prosperity of the United States. It concerns the well-being 
of our farm families—the very foundation of a strong 
America. This is not—or certainly should not be—a partisan 
matter. I personally shall never treat it as such and I will 
always resist any attempt to make the farmer and his problems 
a political football. 

As you know, today I found it necessary to return the 
farm bill to the Congress without my approval. 

I took that action with a sense of deep disappointment. 

Tonight I want to talk with you about my decision. 

I know you are depending on me to tell you the truth 
as I see it—and the truth is: I had no choice. I could not 
sign this bill into law because it was a bad bill. In the months 
ahead it would hurt more farmers than it would help. In 
the long run it would hurt all farmers. 

It was a bad bill for the country. It was confusing—in 
some aspects self-defeating—and so awkard and’ clumsy as 
to make its administration difficult or impractical. 

The failure to get a good farm law that we worked so 


hard for, hoped for and expected, leaves us with but two 
courses of action: First, we shall use the administrative tools 
we now have at our command to help farmers get more of 
the income they deserve on this year's crops. Second, we shall 
look to the Congress to enact the soil bank I asked for in 
January. 

I'll have more to say on both these points just a little 
later in this talk. 

At the moment, I want to go back a bit. You will remember 
that early in January, more than three months ago, I sent 
a special message to Congress recommending an expanded 
nine-point farm program, including a soil bank which would 
reduce surpluses and improve our basic resource—the soil. 
These farm measures were a vital part of a broad program 
which the Administration presented to the Congress for the 
health and growth of our entire economy. 

The farmer had a real interest in the entire program, for 
his sales and prices depend, first of all, on the prosperity 
of all America. And likewise, the country’s prosperity cannot 
be sustained without a healthy and prosperous agriculture. 

I am happy that the Congress has already acted on several 
of my agricultural requests, such as the refund on the Federal 
gas tax, increased funds for the special school milk program, 
and funds for the eradication of brucellosis—a menace to the 
health of our people. 
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DWIGHT D. EISENHOWER 


The special message I sent to the Congress was not thought 
up in a Washington office. It was developed with the in- 
dispensable help of farmers from the grass roots of America. 
It was your program. In it were the thoughts of farm men 
and women from all sections of our country. It urged speedy 
passage of the soil bank along with the other requested 
measures. 

The reasons for the message were simple: 

First, farmers generally were not—and are not—getting 
a fair return for their work. Farm families, almost alone of 
our people, are not sharing as they should in the record 
prosperity of our nation. 

Secondly, farm families deserve a better break because of 
heavy investments they have in land and equipment, the 
many risks they take, and the sweat they put into their 
jobs. Our farmers are the most efficient in the world. In no 
other country do so few people produce so much food to 
feed so many at such reasonable prices to consumers. 

A third reason for the January message to Congress was 
that our Government owes the farmers help. Unwise and 
unbalanced price support legislation of the past many years 
has distorted production and markets, and piled up price- 
depressing surpluses. These surpluses are our main agricul- 
tural problem today. 

They have operated to cut farm income, first, by forcing 
severe reductions in acreage alloted to farmers for price- 
supported crops; second, in some cases, notably that of corn, 
the presence of huge governmental surpluses has served to 
drive down prices in the free market where many farmers 
still sell their crops; third, acreage reductions forced by these 
surpluses have resulted in increased production of other farm 
products on the diverted acres and so decreased the prices of 
these products and income to their producers. These great 
surpluses depressed the income of farm families by many 
hundreds of millions of dollars last year. That is shocking. 

These thoughts were in my mind when, on Jan. 9, I sent 
a special farm message to Congress which opened with 
these words: “In this session no problem before Congress 
demands more urgent attention.” 

The soil bank would have done two things to relieve the 
price-cost squeeze on farmers. First, it would have bolstered 
farm income; second, it would have attacked the fundamental 
problems of surpluses—surpluses which are the primary 
cause of farm troubles today—surpluses which last year kept 
hundreds of millions of dollars out of farmers’ pockets. 

In my judgment, no general farm legislation is meritorious 
unless it tackles this problem, forthrightly, head-on and 
effectively. 

My request for farm legislation went to Congress more 
than three months ago. Scarcely a week went by that I did 
not urge more speed. On Jan. 25 I said: “Here is a broad 
program, and if the Congress will act on it promptly, it 
will give the farmers relief.” 

On Feb. 29 I repeated: “This legislation is needed now.” 

On March 14 I pointed out: “The planting season is 
rushing upon us.” 

On March 21 I expressed hope Congress would act 
promptly. 

On April 4 I urged immediate action if farmers were to 
get any relief this year. 

Nature does not wait for the Government. You can't 
start farming by pushing buttons, and you cannot stop 
growing crops by throwing a switch. You must know before 
you climb on your planters what the Government corn 
program is * * *. You must know before you oil up your 
drill what the rules are on feed grains. It costs money to 
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plow, to disk and to plant * * *. And you cannot afford 
to turn around and plow up a crop if the rules are changed 
on you in the middle of the season. 

Last Wednesday Congress passed a bill. 1 was happy that 
the Administration's soil bank was still in it. 

But the disappointing thing was that other provisions of 
the bill would have rendered the soil bank almost useless 
The fact is that we got a hodgepodge in which the bad 
provisions more than canceled out the good. 

Nevertheless, I studied every detail of this bill over many 
long hours. For I had said before final Congressional action 
that I would not insist on what I might consider perfection, 
that I would be glad to sign any good workable farm bill. 

I wanted to sign the bill if I possibly could. But I owed 
it to you who are farmers, to all citizens, and to my own 
conscience to ask myself these questions. 

First: “Would this bill help solve the real problem—the 
surpluses which hang over the market and push down farm 
prices?” 

The only honest answer to that question is: No. On the 
contrary, by going back to the wartime rigid price system, 
we would set in motion forces designed to produce more 
of certain crops at a time when we needed less of them. 
It would also tend to shrink both foreign and domestic 
markets for some of these crops. 

Thus we would encourage even more surpluses; more 
surpluses which we cannot use more surpluses which 
build up faster than we can dispose of them . . . more 
surpluses which would further depress farm prices in the 
market. 

Moreover, we can find much better farm uses for the 
million dollars a day that the storage on these surpluses is 
now costing the Government. 

My second question was: “Would this bill really help 
farmers?” 

The answer to that is that it would temporarily help 
some farmers. But the inescapable conclusion is it would 
hurt many more farmers than it would help. And in the 
long run, it would hurt them all. 

For example, it would threaten to destroy the whole parity 
concept in our farm legislation by establishing a double 
standard of measurement for price supports. Further, this 
bill would: hurt livestock farmers more than it would help 
them—although well over half of farm income is from 
livestock. 

TOO LATE FOR Most 

My third question: “Would it be in the farmers’ interest 
for me to sign a bad bill to get the soil bank?” 

The long delay in getting this bill makes it too late for 
most farmers to participate in the soil bank on this year's 
crops. In the South you're already planting cotton. In the 
southern corn belt you're already planting corn. Spring 
wheat is being seeded in the Dakotas. Even the supporters of 
this bill in Congress admitted in debate last week that it 
was too late for the soil bank to do much good this year. 

However, if the Congress will speedily enact the soil bank 
there is a way by which it can help farmers this year. | 
shall come back to this in a moment. 

A further very important question I had to ask myself: 
“Is this a good bill for the country?” I firmly believe that 
if the bill is not good for farmers, then it cannot be good 
for all the other citizens of our country. 

And any time our precious natural resources are squandered 
on crops that we cannot eat or sell—all Americans lose. 

Well, these were a few questions I asked myself as | 
studied the farm bill. And when I had searched my mind 








and my conscience, I had no alternative. To protect the 
welfare of our farm families, as well as the good of the 
nation, | had to return the bill to the Congress without my 
approval 

But I was told, “What a risky thing in an election year 
to disapprove this bill!” 

Ladies and gentlemen, I am no political expert. I have 
only one rule: through study, analysis and consultation— 
and by measuring each proposal against basic principles— 
I try to find out what is the right as I see it. You, the people, 
surely expect exactly that of me. And, as long as I hold 
this high office of President, I shal] not do anything else. 

I have one yardstick by which I test every major problem— 
and that yardstick is: is it good for America? 

So tonight I am reporting to you what I truly believe. 

Now that Congress has failed to date to pass a good farm 
bill—-what course is open to this Administration? 

Let me make this perfectly plain. | do not propose to 
stand idly by and do nothing. 

This Administration is resolved to do everything that is 
legal and sound, in using the tools at its command to help 
farmers—to help them now. 

The failure of the Congress to enact a soil bank before 
planting time this year makes such administrative efforts 
imperative. 

I have conferred with the Secretary of Agriculture and 
the Administration will act immediately on four major fronts: 

In 1956, this year, price supports on five of the basic 
crops wheat, corn, cotton, rice, peanuts —will be set at a 
level of at least 8242 per cent of parity. Tobacco will be 
supported as voted in the referendums in accordance with 
existing law. 

Within this range of price support flexibility, the Admin- 
istration intends to set minimum support levels that will 
result in a national average of: 

Wheat at $2 a bushel. 

Corn at $1.50 a bushel. 

Rice at $4.50 per hundred pounds. 

A separate support for corn not under acreage control in 
the commercial corn area will be announced at an early date. 
This wili help strengthen prices for all corn and all feed 
grains 

Price supports on cotton and peanuts have not yet been 
officially announced but as I have just said will be at least 


8214 per cent of parity. The Secretary of Agriculture will 
shortly announce the details of the new cotton export sales 
program. 


For this year the support price of manufacturing milk 
will be increased to $3.25 per hundred pounds. The support 
price of butterfat will be increased to 58.6 cents a pound. 

We will use Department of Agriculture funds where 
their expenditures will be constructive in strengthening the 
prices of perishable farm commodities. We will have well 
over $400,000,000 for that purpose for the twelve months 


beginning July 1. 


Soi. BANK ‘IMPERATIVE’ 

We have had such purchase programs in the past—beef 
in 1953 and pork in more recent months. These programs 
helped raise the price of cattle and hogs for the hard-hit 
livestock man. We have also used these programs for com- 
modities such as fruits, potatoes and vegetables when they 
were in temporary distress. 

These actions the Administration will take immediately. 

Now here is what we are asking Congress to do immedi- 
ately 
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Today I asked Congress to pass a straight soil bank bill 
as promptly as possible. Both Houses of the Congress have 
shown they approve the soil bank, the Administration urges 
it, farmers want it. So we have reason to hope for it quickly. 
We want to get it into operation before fall seeding for 
next year's crops. It is imperative that we get the soil bank 
authorized in this session of the Congress. The farmers of 
America have a right to demand and expect that. 

I have one further proposal to make so that the soil bank 
can get into effective operation this year. By a simple 
provision in the soil bank act, the Congress can authorize 
the Government to begin making payments to a maximum 
of 50 per cent promptly after the farmer signs a contract. 
Thus immediately after July 1, 1956, farmers who would 
agree to participate in either the acreage reserve or conserva- 
tion reserve phases of the soil bank program will be eligible 
for payment. 

These initial payments will help our farmers this crop 
year. Such payments will also enable them to contract for 
delivery of seeds and trees and for rental or purchase of 
implements for use at the appropriate planting time. Seed 
men and nursery men would also, under this proposal, be 
able to insure delivery of needed supplies to farmers. 

Final payments each year would be made to farmers upon 
full compliance. 

If farmers generally should participate in the soil bank 
program, payments could add up to as much as an additional 
$500,000,000 to them this crop year. And of course as the 
program succeeded in overcoming the surplus problem, the 
greater benefits would be found in the increased market 
prices for farm products. 

We've already wasted valuable time. I shall urge the 
Congress to act speedily on this matter. 

Also, I shall shortly request the Congress for increased 
authorization to continue our successful movement of farm 
surpluses into constructive uses overseas. This will further 
bolster domestic markets. 

I also hope the Congress will act promptly to give us the 
farm credit legislation which we have already recommended. 
This strengthened program will help meet the credit needs 
of farmers—particularly young farmers and their wives. These 
young farmers, many of whom began farming upon their 
return from military service, do have special problems. 

Their operations began during a period of high prices 
for land, high prices for livestock, high prices for implements. 
Many of them are confronted with a shortage of capital. We 
want to encourage them to stay on the farms of America. 
And America needs them on the farms. The Secretary of 
Agriculture and I are agreed that in the Government's ex- 
tension of credit to these young farmers, our main guide-line 
will be the character of the individual. 

These administrative actions and legislative requests are 
sound for farmers. They will give farmers more income this 
year. 

They are in the best interests of all Americans. 

We must move vigorously to safeguard the economic 
health of the farm families of America. 

That makes sense. 

My fellow Americans, I value the trust you have placed 
in me to do the right thing as I see it—honestly, frankly and 
regardless of any political pressures. That is what I have 
tried to do—that is what I am trying to do, that is what 
I will continue to try to do. 

Thank you for giving me the privilege of coming into 
your homes this evening. 


Good night. 
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Democracy and Peace 


THE AIMS OF OUR FOREIGN POLICY 
By MOHAMMAD HATTA, Vice-President of the Republic of Indonesia 


Delivered at the Indian Council of World Affairs, New Delhi, India, November 16, 1955 


AM VERY GLAD to have this opportunity of speaking 
to you today. It is always a pleasure and an honour to 
be asked to address such a group as “The Indian Council 

of World Affairs”. It is a pleasure because the members of 
such a group are not only Government officials, but also 
private persons drawn together by a common interest in 
foreign affairs, one of the most important of all subjects. 
It is an honour because such group members are highly 
knowledgeable and expert. 

No doubt it is a truism to say that the world today is an 
interdependent world. It is a world in which all countries 
are inevitably drawn closer together. No part is isolated; 
no part lives in a vacuum, no part is unaffected by happenings 
elsewhere. We are all part of humanity, and what touches 
one man touches all men. 

By studying foreign affairs we learn of the forces which 
are at work in the world and how we can control those 
forces. We learn, too, of the dangers which face our countries 
and all countries, and we learn of the positive and progressive 
forces. Therefore none of us can be disinterested about 
foreign affairs. 

For us, the newly independent countries, such a study is 
of vital importance. Not only is the world interdependent, 
but it is also troubled. The conduct and control of foreign 
affairs is a mew responsibility for us, because until very 
recently we had no part to play in these matters. The inter- 
national affairs of our nations were in other, alien, hands 
We have no time to waste in learning our way. There is 
no time to establish long traditions and rigid patterns of 
policy, even if these are advisable. We must live in the world 
of today, and seek to control what we find in the world. 

This is a task not only of Government, but of all responsible 
citizens. It is a social duty which is part of the duty of 
defending our newly re-found national independence. That 
such bodies as the Indian Council of World Affairs exist 
shows a high sense of social responsibility. 

For many years the people of my country watched with 
admiration and deep respect the Indian nation struggle 
to attain the noble aim of national fulfilment. Sometimes we 
tried, without success, the roads you have chosen and were 
pioneering, the roads of Satyagraha, of boycott and of non- 
violence. We were not successful because history had dealt 
with us differently. Those methods of struggle which fitted 
the genius of the Indian people did not fit the genius of 
the Indonesian people. Our road to national independence 
and State sovereignty had necessarily to be different. It was 
a road which at times led us through armed struggle, 
destruction and death before we could begin the reconstruc- 
tion so badly needed. 

But in the days of fifteen, twenty and thirty years ago 
we read and heard with the greatest sympathy of your 
nation’s struggle, and our hearts were with you. Many of 
you, I know, are graduates of those great Indian universities, 
the colonial prisons, where valuable and irreplaceable years 
of your lives were spent. But, as Pandit Nehru has pointed 
out, those years were not altogether wasted, for you used 
them in thinking about the future, analysing the errors of 


the past and laying the intellectual foundations of today’s 
great State. 

Those years left their physical marks—I think that I 
can see them as I look around me—but the intellectual 
memorial of those years is also here. A free, sovereign and 
independent State, honoured and respected the world over, 
has been erected on the foundations that the Indian nation 
laid so soundly. 

Like India, my country too has achieved its release from 
the physical and spiritual bondage of colonialism. Our 
nations have travelled far and travelled fast since those days 
when our leaders, in their remote places of exile, heard 
belatediy of the repression and imprisonment of your leaders. 

Yes, we have achieved part of our ambitions. We are no 
longer colonised, and we have planned the way ahead 

When a new State is born, when a once-great nation is 
reborn in a new form, great decisions must be made. There 
is not just one system of government possible. There are 
several systems, each with its own attractions and disadvan- 
tages, its Own strengths and its own weaknesses. It is 
necessary to make a coldly reasoned decision, weighing the 
advantages and disadvantages of each in the balance. It 
is necessary to choose a form of government which fits 
the history and nature of the people, a form of government 
which is itself dynamic and is adaptable to the dynamics of 
the people. 

Like India, we of Indonesia have chosen the path of 
parliamentary democracy. By establishing a parliament repre 
sentative of the people, by holding general elections, by 
seeking a stable and democratic form of government, the 
first part of the task is accomplished. 

However, having a Parliament representative of the people, 
and a government responsible to that Parliament is not the 
end of democracy. Rather, those things are the means of 
achieving that end. Democracy does not reside only in a 
House of Representatives, a Presidential Palace and a Prime 
Minister’s Office. Democracy is something which should, 
and eventually must, touch the lives of the people every 
day and in all ways. The establishment of a Parliament and 
a parliamentary machine is but one step towards establishing 
a parliamentary democracy. 

In its traditional forms, in the forms it has adopted in 
the West, parliamentary democracy emphasises its political 
aspects. Much thought has been given to this, many large 
volumes written on it, many analyses made. And without 
doubt the ideal of political democracy in the West is highly 
developed. It is able to reflect, with considerable certainty, 
the political aspiration of the people and to ensure that most 
political views have at least a chance of parliamentary 
representation. 

This is very natural, since the Western form of parlia- 
mentary democracy is a result of political struggle inspired 
by a complex of factors, of which the chief were political 
in origin. It is the political product of a political evolution 
As layer after layer of society acquired economic strength, 
it has been brought into the field of political struggle and 
has won or has been given the right of parliamentary rep- 
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resentation. To some extent we may say that parliamentary 
representation there has been the political reward for having 
achieved economic strength, since those who were eco- 
nomically strong have sought to protect that strength by 
political means 

The Western view and practice of democracy has little 
or nothing of an economic conception in its essence. Where 
there is an economic content, it has been added later, and 
in fact is not integral with the whole. The recent development 
of the welfare state idea in the west is an example of this. 

But for us, the picture is very different. We have no 
time to wait until our democracy slowly acquires some 
economic content. 

During the generations of struggle which led us to the 
achievement of independence, the nations of Asia were not 
secking only freedom from colonialism. They were also 
secking an equitable economic structure. It was obvious that 
this could not be attained under colonialism, and it was 
obvious to most that it could best be attained through a 
democratic regime in an independent State. But, as I have 
said, we have no time to wait until democracy may slowly, 
as in the West, get some economic elements. 

Our peoples are hungry, and because they are hungry 
they are impatient. They seek today, or at the latest tomorrow, 
that they be given the bread of economic fulfillment instead 
of the stones of colonialism. Therefore it seems to me es- 
sential that our democracy must, from its very beginning, 
have in it a considerable element of economic fulfillment 
and opportunity. 

Our peoples are economically weak and need protection 
They were politically weak and have successfully struggled 
for political strength. They have achieved a parliamentary 
system which is precious to them. But that parliamentary 
system, in my view, is but a step towards the aim of 
parliamentary democracy, in which economic democracy is 
no less important than political democracy. 

In the Western Countries, from which we have learned 
so much, parliamentary democracy is in fact based upon 
economic strength, and it came into existence partly because 
that economic strength existed. It is our duty, it seems to 
me, to guide the development of the democratic system in 
our countries so that it contains a powerful economic con- 
ception, no less than a political conception. 

The principle of democracy in the West is able to take 
many shapes. So long as two essentials are filled, then the 
details are Open to much variation. Those two principles 
are: honest representation of the people and secondly, gov- 
ernment responsibility to Parliament. But the countries of 
Asia have just escaped from a long colonial bondage, and 
the marks of that bondage, of the struggle to escape from it, 
are still on us, on our people and on our countries. Our 
struggle against colonialism was not only against its political 
aspect but also against its economic aspect. Colonialism not 
only prevents the full intellectual development of those who 
suffer under it, but also prevents the normal economic 
development. 

The economic structure of a colony is designed for the 
benefit of the colonisers, not of the colonised. The economic 
activity of the colonised is confined to the channels which 
benefit the coloniser. By its very nature, a colony can contain 
neither economic nor political democracy. 

Our peoples, having been deprived of both, now demand 
both. Their demands, it seems to me, are just, and must be 
met. 

The burden upon the legislators of the newly independent 
countries of Asia is indeed great. They must lay down strong 
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foundations for Parliamentary systems which will be per- 
manent. They must break the habit of opposition which was 
formed during the colonial period. And this in addition to 
the normal duties of Parliaments and legislators. It is no 
light task. 

Furthermore, the legislators are not able to give all their 
attention to domestic problems. Political independence, the 
sovereignty of our States, the final victory of nationalism, 
give us other responsibilities. 

With independence, we are not only citizens of our own 
States, but citizens of the world. Our responsibility is to all 
mankind, not only to the peoples of our own countries. We 
have a duty to humanity. 

In the world of today, that duty to humanity has one 
special aspect. All of us must do everything in our power to 
preserve peace in the world. 

In the years since many of the nations of Asia were 
reborn into the troubled world of today, nothing has made 
me more proud of our peoples and leaders than the part 
they have played in consolidating world peace. For the first 
time, they have been called to the centre of the world stage; 
for the first time, they have assumed world responsibilities; 
for the first time humanity as a whole looks to them. These 
responsibilities have been placed upon them and our peoples 
and leaders have not been found wanting. 

The activities of the Asian-African Group in the United 
Nations, the meetings of the Five Prime Ministers of the 
Colombo countries, the results of the Geneva Conference 
on Indo-China, the missions of peace and friendship under- 
taken to various countries and, most important of all, the 
Asian-African Conference—these things have had, I am con- 
vinced, a profound effect upon the future of the world. 

Today, some of the tensions seem to have relaxed. Hu- 
manity seems to have won a brief rest from wars and rumours 
of wars. In this, the chosen leaders and the peoples of Asia 
and Africa have had a large part to play. 

Our countries, not so many years ago, would not have 
been consulted on these matters, even though our future 
was at stake. Our peoples were ignored; they had no voice 
in the world forum; their opinions, their hopes, were not 
placed in the balance. But today our nations are independent 
and cannot be disregarded. 

We need peace to reach our national aims. The world 
needs peace if mankind is not to be completely shattered. 
Being fully aware of this, our nations and their leaders have 
not hesitated in assuming their responsibilities to mankind, 
just as they did not hesitate, during the nationalist struggle, 
in assuming the burdens of that struggle. 

The ending of colonialism in so many countries has 
produced a great increase in the world’s supply of states- 
manship, of diplomatic skill and of negotiating ability. The 
world is richer because colonialism is dying. If these coun- 
tries were not independent today, then the leaders who are 
helping to secure the peace of the world would be eating 
their hearts out in colonial prisons and the peoples would 
still be battering against the doors of the future. 

Because we have achieved independence, because we have 
reached the first stage of our ambitions, we are able to 
encourage those many others who are still treading the 
colonial road we have already trodden. Regarded historically, 
we know that colonialism is dying, but the process is a slow 
one. The English historian Prof. Tawney wrote that, after 
the French Revolution, the “European leaders walked re- 
luctantly backwards into the future, lest a worse thing should 
befall them”. The leaders of those countries which still hold 
colonies and colonial enclaves remind me of those who, one 
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hundred years ago, walked backwards into the future. In 
the present day, they watch with regret the loss of their 
imperial pretensions, for they will surely lose them, since 
the tide of history flows strongly against colonialism, and 
if those reluctant leaders do not begin to move quickly, then 
the tide may flow over them. 

I have already said that in my view parliamentary democra- 
cy for us must have its roots in political democracy and 
equally in economic democracy, and that both are important. 

A modern State is a very elaborate structure. Those political 
theorists who wrote so extensively about the State in the 
past did not foresee the complexity of its present-day 
organization. Nor did they foresee the strange mutations 
which the democratic stock has occasionally produced. Jean- 
Jacques Rousseau’, Montesquieu *, Mills*, Hobbes *, Kant, 
all the rest analyzed and wrote about a comparatively simple 
organization. Today, the State reaches out into all aspects of 
life, and touches everyone of us in every action we undertake 

In this inter-relationship, however, the individual freedom 
of the citizens must be safeguarded, for individual freedom is 
the very root of democracy. Without that freedom, democracy 
does not exist, however elaborate the State structure may 
be. Without individual freedom there is at best a paternalist 
State and at worst a police State. The democratic State, on 
the other hand, has the ideal of individual freedom, but 
within a framework of collective responsibility for the 
nation, the State, for Government and for the welfare of 
the people. 

The citizen has always had responsibility to the State, 
and today States are increasingly recognizing their responsi- 
bility to the citizen. Within a State there is no room for 
rival organization. There is no room for bodies setting 
themselves up in opposition to the State, as states within the 
State. 

Even if sometimes the channels of democracy are long 
and do not seem to go straight to our goal, nevertheless it is 
those channels that we must follow. 

I have tried your patience by speaking of what I conceive 
as being democracy in the modern world. I have said that 
im my view it must have an essential economic content. I 
have said that it must avoid the easy temptations of the 
Police State. May I try you a little longer in explaining what 
I see as another essential of democracy for us. 

The State today is not concerned only with government 
in the old sense. Representative government, in depending 
for its effectiveness upon the consent of the governed, today 
demands active participation, not just passive participation 
or passive agreement by the governed. Active participation 
comes not only once in three or four or five years, when a 
vote is cast. Because government touches us all at so many 
points, the citizen if he is a good citizen, must co-operate 
with the government. He must play an active and con- 
structive part in the collective life of the community. 

The State may be compared with a nation-wide co-operative 
organization. In return for his participation, the citizen 
receives many benefits. His health is cared for, his children 
are educated, his goods are marketed, his security ensured 
However, he cannot contract out of this co-operative, and 
therefore the managers of the co-operative—the government 
and its servants—have special responsibilities. They are the 
servants of the State, and therefore of its citizens. 

It was, I think, Lord Beveridge, in his war-time plan for 
social security in Britain, who first coined the expression 
“Security from the cradle to the grave”. That is the ideal 
1 Du Contrat Social. 2 De |'Esprit des Lois. ?On Liberty and Con- 
siderations on Representative Government. * Leviathan. 
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of several West European countries today. It is an ideal that 
has caught the imagination of the people, and won the 
support of all political parties. It is a noble ideal which, 
implemented with imagination, and administered with under- 
standing, can open up new horizons for humanity. Freed of 
the old fears of poverty, unemployment, sickness and age, the 
life of man can be broader and more full. 

But the freedom does not come as a gift from above, or as 
a present from a paternal State. It comes as a result of co-op- 
erative action, national co-operative action, administered by the 
State as a co-operative of citizens. Only the State is big enough 
and complex enough to administer such a scheme of social 
welfare; the State can do that only when the State regards 
itself, and is regarded by its citizens, as a form of co-operative 
It could not work if the State and its machinery were regarded 
as being something apart from those who compose it. 

The ideal of the social welfare State is a noble one, but it 
implies a strong and disinterested State organization; it 
implies a high standard of civic understanding. To be success- 
ful, every citizen and every State servant must accept the ideal, 
and work for it. 

For us, perhaps, it must remain an ideal. The States of Asia 
are not rich nor old-established and with a wealth of tradition 
behind them. Our people, the best of them, have spent their 
lives struggling against the State, because the State oppressed 
them. It would be unrealistic to expect them suddenly to see 
themselves as willing members of such a co-operative. The 
idea of the State taking a benevolent and genuine interest in 
the welfare of our peoples can grow but slowly. Our citizens 
do not have the economic margin to let them give constant 
State-organized co-operative support to the poor and weak and 
the needy. Security from the cradle to the grave must remain 
a dream for the present. 

And yet in Indonesia, as in much of Asia, there is a very 
strong tradition of co-operative assistance to those in need 
Our villages have from time immemorial given assistance to 
the weak and the sick. Our own tradition of this has been 
strengthened by the injunctions of Islam, our major religion, 
which, like most religions of Asia, bids us support those who 
need support. It is part of our Asian culture to do this. 

Objectively, our State may not yet be able to embark upon 
a full scheme of social welfare. On the other hand, what we 
can do and must is to encourage those elements of our national 
heritage which lead in that direction. We must encourage 
“gotong royong”, the tradition of active mutual assistance. We 
must encourage the idea of collective responsibility for the 
economically weak and physica!ly weak. We must, as citizens 
and as a State, co-operate in ensuring for our peoples the sort 
of life which their fathers did not know 

However, to attain these ideals, to reconstruct our countries 
and to lift our peoples out of the poverty they have known for 
so long, it is necessary for the world as a whole to achieve a 
firm and stable peace. Our plans and our hopes are dependent 
on that. Knowing this, it is our task and responsibility to work 
for peace. 

The foreign policy of Indonesia is basically a simple one 
See further my article entitled “Indonesia's Foreign Policy” in 
the April 1953 issue of “Foreign Affairs” (an American 
quarterly Review). It is to give all support to the ideals of 
peace and international solidarity laid down in the United 
Nations Charter. To this end, our successive Governments 
have followed a policy which we characterize as “independent 
and active.” 

It is independent because we do not seek to be included 
in either of the existing blocs in the world or in any bloc 
that may be formed in the future. It is active because we seek 
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every possible means, particularly within the frame-work of 
the United Nations, to strengthen world peace and to relax 
world tensions. 

It is not a neutral policy, because Indonesia, striving to be 
a responsible and effective member of the United Nations, 
is pledged to the ideal of international solidarity. Our policy, 
therefore, is to support everything which tends in that direc- 
tion. Support or opposition to particular things is based upon 
this and not upon a bloc view. In other words, we seek to be 
objective, recognizing that neither side or party necessarily 
has a permanent monopoly of truth and justice. 

International co-operation is necessary if we are to provide 
security, social justice and prosperity for our people. But 
international co-operation amongst sovereign and independent 
nations is possible only if there is international fraternity and 
universal respect for and non-interference with each other's 
form of government 

Is this idealistic? Will the advocates of Realpolitik sneer at 
it? I see no reason why it should be impossible. The last few 
years have shown that much we previously thought impossible 
in the field of international! relations is in fact perfectly pos- 
sible, desirable and even necessary. The area of international 
co-operation is already great, and it is constantly growing. 
Who knows what new levels could be reached if the fear of 
war were removed from the world? 

That is the long-term aim of our foreign policy. The object 
is to encourage a Change in man’s thinking about international] 
relationships. It is to encourage a true fraternity of nations 
in which peace and international co-operation can flourish. 

In setting this aim for ourselves, we recognize our weakness, 
but we also recognize that we are not alone. Our neighbors 
have similar aims. The United Nations is founded on just 
such aims and in fact few people anywhere would disagree. 
It is precisely because these noble aims of international fra- 
ternity and co-operation are universal in the world that they 
will eventually triumph. It is the task of the statesmen, the 
diplomatists and the politicians to find ways of implementing 
them. It is the task of such groups as this to ensure that legis- 
latures and administrations never lose sight of these aims. And 
members of such groups as yours have a further task. Informa- 
tion and knowledge about foreign affairs must be spread as 
widely as possible since foreign affairs are today matters which 
concern everyone. They are no longer matters concerning only 
Embassies and Foreign Offices. The foreign policy of today 
determines the supply of rice and curry for tomorrow. More 
than that, it determines whether or not we shall be alive 
tomorrow, and whether or not our nations are independent 
and our States sovereign tomorrow. 

Being firmly committed, both by desire and by acceptance 
of the United Nations principles, to the practice of interna- 
tional solidarity, Indonesia cannot adhere to either bloc in the 
world. To do so would create new suspicions, new tensions 
and new enmities in the world. The United Nations Charter 
did not envisage a world split as ours is split. Born in the 
idealism which was such a strong weapon in the war against 
fascism, the United Nations envisaged a united world, a world 
at peac c 

The conflict of ideologies, economic systems and political 
systems has divided the world. We of Asia see this with dismay, 
because not only is the ideal of one world still only an ideal, 
but our future is also at stake. It is not only our newly found 
and cherished independence which is at stake, not only our 
existence as nation-States, but also our very civilization and 
culture. 

In this situation, we seek to be independent of both blocs. 
We seek and follow our own path through the maze of inter- 
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national problems. In doing this, in being independent, we 
also seek to be active in working with all the energy at our 
command and with the means at our command, to preserve 
peace and relax tension. 

Furthermore, our independent foreign policy is also based 
upon a determination to resist any form of domination, 
whether physical, economic or ideological. The weight of big 
numbers in any bloc might well, we fear, lead to such domina- 
tion. 

There is no need, we believe, to make a choice between the 
two sides. To do so would automatically lead to enmity with 
the other party. By not taking sides, we are able to be friends 
with all nations on a basis of mutual respect. Friendship, of 
course, cannot come from one side only; friendship needs an 
approach from both sides, and it must be an active approach. 

Also, we must not ignore the fact that constant objective 
factors help to form foreign policy. No foreign policy which 
ignores the factors of history and geopolitics can be successful. 

As an archipelago of thousands of islands, stretching for 
thousands of miles as a boundary between oceans and as a 
highway between two continents, Indonesia is presented with 
particular problems of foreign policy. And these problems can- 
not be solved in the same way as the foreign policy problems 
of monolithic countries with mainly land frontiers. 

One result of Indonesia's physical formation is that she can- 
not achieve security by armed force alone. Even if the economic 
strength of the country would permit large armed forces, 
Indonesia cannot be defended by military strength alone. The 
first line of our defense is the achievement of a stable peace 
and a good understanding with our neighbours. We seek 
friendship with all and enmity with none. 

This is not just a policy of today. Historically, Indonesia has 
sought peace and the friendship of all nations. As the center 
of an elaborate network of international and intercontinental 
communications, both economic and human, this policy was 
inevitable and welcome both in the past and today. 

Yet another long-term, if not necessarily paramount, factor 
determining Indonesia's policy of non-alignment with either 
bloc is the economic structure which we inherited from the 
days of colonialism now happily over. Our economy is designed 
to export the raw materials which Indonesia produces in such 
abundance. We are not yet able to process those raw materials 
and natural resources. Furthermore, the most important of our 
export products are subject to price and demand fluctuations 
over which we, as producers, but not consumers, have no 
control. 

It is therefore an economic necessity for us to have diverse 
markets and to liberate the economic welfare of our people 
from the market fluctuations of other nations. 

In addition to these physical factors, there is an intellectual 
factor of great importance which also influences us towards 
an independent but active foreign policy. During the revolu- 
tion which achieved the independence of our nation, we were 
constantly supported and encouraged by the ideals of world 
brotherhood. The revolution was fought not only under the 
slogan of “Merdeka”—Independence—but under slogans of 
humanity, peace, social justice and the brotherhood of nations. 
Like “Merdeka” itself, these have become more than just 
slogans. They have become ideals close to the heart of the 
Indonesian people. They are practical ideals and are known to 
be practical ideals. In order that they be realized, it is neces- 
sary to have the friendship of all nations. 

I have tried to give an outline of the aims of our foreign 
policy, aims which may be summed up as being the search for 
peace guaranteeing our country’s freedom. It is a policy which 
not only accords with the hopes and desires of our people and 
our leaders, but is also, we earnestly believe, in accordance with 
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the various objective factors which ultimately determine the 
policies of any nation. It ig democratic foreign policy worked 
out and accepted by our legislative and administrative bodies. 
It is a foreign policy, in our view, which strengthens the hopes 
of mankind for peace and security. 

These, then, are some of the thoughts which have occurred 
to me about the future of our countries. Today, surrounded 
by some of the leaders of our friendly neighbour India, I feel a 
wonderful confidence in the future. I feel something of the 
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strength which has been aroused in Asia during the past gen- 
eration. 

We assembled here today have been fortunate in having 
lived through stirring times when history suddenly rolled 
forward. We have been fortunate in having seen our peoples 
roused to a great passion. It is now the task of us all to curb 
this passion to a purpose, and that purpose is the release of 
mankind the world over from the manifold fears which beset 
them. 


The Arab-Israeli Dispute 


AN ON THE SPOT REPORT 
By COMMANDER ELMO H. HUTCHISON, USNR, former chairman, Israel-Jordan Mixed Armistice Commission 


Delivered at the Fourth Annual Conference of the American Friends of the Middle East, New York City, January 26, 1956 


ODAY, the United States is viewing happenings in 

the Middle East with growing concern. Much is said of 

political unrest, the decline of friendship for America, 
and Communist infiltration. However, regardless of how the 
Middle East is viewed, attention must sooner or later come to 
focus on the Arab-Israel dispute. This dispute has remained 
an open wound since Palestine emerged from international 
surgery Over seven years ago. 

What led up to the partition of Palestine, although well 
known to this group, is not the part of general knowledge 
it should be. Most people view the Palestine war of 1948/49 
as a rather sudden clash of civil war resulting from a United 
Nations attempt to divide the land between two opposing 
factions, incapable of working together in governing Palestine. 

Few realize that it was actually an invasion that started 
in the late 1920's when the British Mandate government in 
Palestine first indicated its inability to hold Zionist inspired 
immigration to a figure in line with the economic absorptive 
capacity of the country. The Palestine Arabs could see their 
country being wrested from their hands by these newcomers. 
They could understand limited immigration, sharing with the 
free world its obligation to assist those who were seeking 
religious freedom and security away from zones of persecution. 
They could not, however, understand the thousands reaching 
Palestine shores, legally and illegally, who showed no desire 
to settle down in a predominantly Arab state. Instead, these 
people held high the banner of nationalism and talked of 
superimposing a state of their own in Palestine. 

In the application of the Balfour declaration, immigration 
was to carry on so long as it did not prejudice the rest of 
the population in Palestine. The British recognized this 
interpretation and throughout the years of the Mandate 
attempted to implement controls that would guarantee Arab 
rights. In every instance, however, recommended restrictions 
on immigration fell before Zionist pressure in capitols of 
World influence. Restrictions applied locally to combat illegal 
entry into Palestine met head on with terrorist activities by 
such groups as the Stern gang and the Irgun. The British 
tired of this relentless opposition and in 1947 tossed the 
extremely hot and unsolved Palestine problem to the infant 
United Nations Organization. 

Over the years of the Mandate, marked periodically by 
riots, strikes, and terrorist activities, the Arabs watched the 
Jewish population grow from approximately 64,000 in 1920 
to over 650,000 in 1947. There were more than enough 
“activists” in these numbers to keep the drive for national 
status in full swing. 


The firsts UN Commission drew up a map of Palestine 
showing that of its 10,000 square miles, total Jewish owner- 
ship amounted to less than 7 percent—this included part 
ownerships and concessions. When the UN Partition Plan 
of 1947 was adopted, setting up 55 per cent of Palestine as 
a new Zionist State, the Arabs denounced it as being unac 
ceptable. 

Perhaps, at this time, there would have been a slight 
chance of agreement had there been an announced restriction 
on immigration and a firm guarantee against further ex 
pansion. The contrary, however, was the case. The Zionist 
call for the ingathering was growing ever louder. The Arabs 
doubted the United Nations could control the situation where 
the British had failed. To them, the Partition plan represented 
just One more step in a Zionist plan to take over all of 
Palestine. The State of Israel was established on the 14th 
of May 1948 and on the following day as the last British 
Mandate Official left Palestine, the official war started. It 
was a short war, marked by outside intervention, Arab disunity 
and unlimited aid to Israel from the West in addition to 
timely and substantial shipments of arms from behind the 
Iron Curtain, primarily from Czechoslovakia. This aid, sent 
in against the orders of the United Nations, was sufficient 
to turn the tide of battle and to grant Israel considerab:» land 
gains. World opinion and the efforts of the United Nations 
Truce Supervision Organization finally brought an end to the 
fighting in Armistice Agreements. 

None of the basic problems of the Arab-Israel dispute 
had been settled. Members of the UN Truce Supervision 
Organization attempted to pull a semblance of peace out 
of the scramble burt their efforts brought no lasting results 
Infiltration, raids of retaliation and intimidation generated 
tension. The military observers, numbering in the hundreds 
during the 48 and 49 period were soon cut back until there 
were but 21—seven each from the United States, France 
and Belgium. To this smal] group went the task of observing 
the application of the Armistice Agreements along 600 miles 
of hostile border. It was into this picture that I moved in 
November 1951. 

If you were to ask a representative group of Americans 
today for an outline of what has happened in the Middle 
East since the signing of the Arab-Israel Armistice Agree- 
ments, the answer would be vague. They would, no doubt 
say that Israel wants peace but the Arab States refuse to 
negotiate. They would also recall from newspaper accounts 
the Arab states were carrying on a campaign of infiltration 
into Israel and that occasionally Israel struck back in retali 
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ation. They would temper this, however, by pointing out that 
Israel has been condemned on only four counts during the 
past seven years—Qibya, Nahhalin, Gaza, and the recent raid 
against Syria in the Lake Tiberias region. 

This, ladies and gentlemen, is not the true picture, but 
sadly enough it is the widely accepted one. And, it is the 
acceptance of this one-sided picture that has created to a great 
extent the problems we now face in the Middle East— 
problems that, if not justly settled, will pose a serious threat 
to our National security. 

Americans today speak from a limited knowledge gained 
from the average press release or editorial. They are unaware 
of the propaganda mill working overtime to cloud the Middle 
East story. Those who have innocently accepted the Israel 
line cannot be censured. We can, however, challenge those 
who sell this slanted story as well as those who know better 
but do not say so. 

Most of you are fully acquainted with the four incidents 
discussed by the United Nations Security Council. You think 
of the Israeli attacks at Qibya, Nahhalin, Gaza and Lake 
Tiberias. 1 think of dozens of others such as Beit Jalla Rantis, 
Falama, Qafin, Idna, Wadi Fukin, Qatanna, Khan Yunis, Al 
Auja, Kuntilla and others. Perhaps they are not so large in 
scale but certainly they have played a major part in pushing 
back the chances of peace. 

We have been led to believe that Israel's policy of retali- 
ation is of recent vintage. Official UN records show otherwise, 
however, one change has been noted; Israeli raids of retali- 
ation or intimidation were originally aimed against civilian 
targets. Recently, to salve world opinion, military targets have 
been sought out. 

Within a few weeks after I arrived on the mission there 
was a rape-murder inside Israel—about one mile from the 
Jordan border. Israel blamed Jordan. A Belgian observer 
was assigned to the case. He found no evidence to indicate 
Jordanian responsibility and the complaint was never brought 
before the Commission. 

Soon after this, on the 6th of January 1952, Christmas 
eve for the Eastern Church, the Israelis struck in force, 
blowing up two houses in Jordan. The attack resulted in 
the killing of seven and the wounding of two Jordanians 
ranging in age from 7 to 50 and all civilians. 

At the scene of the incident rose-colored leaflets had been 
left. Translated, they spoke of revenge for the rape-murder 
of their friend and ended with the warning: “There will 
always be arrows in our quiver for such as these.” 

An emergency meeting was held and the Belgian chairman 
of the M.AC., Major General (then Colonel) Bennett L. 
deRidder condemned Israel. The Israeli delegates in this 
instance did not deny guilt. 

This then was retaliation—carefully planned and executed. 
Or, was it a raid of intimidation? It is difficult to classify 
it a reprisal when the case from which it was generated 
remained unsolved—other than by the “activists” in Israel 
who solve many crimes by merely writing, “The tracks led 
to the border.” 

The Mixed Armistice Commission, to which I referred, 
is under the direction of the Chief of Staff, UNTSO, who 
headquarters in Jerusalem. There are four such commissions: 
The Israel-Lebanon MAC watches over a rather quiet 49 
mile border; the Israel-Syrian MAC attempts to hold tempers 
in check along a 47 mile border that remains tense because 
of its demilitarized zones and proximity to the life giving 
waterways of the north; The Egyptian-Israel MAC struggles 
with a 165 mile border that is marked by two tinder boxes— 
the Gaza strip and the Al Auja demilitarized zone; and, the 
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Jordan-Israel MAC attempts to hold a semblance of peace 
along 330 miles of what was until recently pure explosive- 
ness. 1 was assigned to the latter. 

Let's look at the problem of Arab infileration. Actually, it 
started before the ink was dry on the Armistice Agreements. 
The Arab farmers, now the fighting was over, could not 
understand why they could not continue cultivating the land 
they had owned for years. They refused to accept the invisible 
demarcation line and written orders restricting their freedom 
of movement and depriving them of a livelihood. They 
crossed the line whenever and wherever they could—retrieving 
anything possible. Every morning brought a flood of theft 
complaints and although Israel was having a crime wave 
within her own borders and among her own people it was 
evident that Arab infiltration was creating havoc along the 
frontiers. 

I studied the Jordan-Israel demarcation line soon after 
arriving in Palestine and was alarmed. The authors of the 
Armistice Agreement had worked rapidly to stop the fighting 
and felt certain the Armistice would be followed by peace 
within the year. The line was carelessly drawn. Village 
boundaries were ignored, some villages were cut in half, 
others were deprived of their cultivable lands or water. Very 
little good land was left to the Arabs and the line as drawn 
invited infiltration from where it turned west from the Jordan 
River to where it returned to the east and dipped into the 
Dead Sea. 

To stop infiltration the Israelis immediately tightened 
controls and had this been handled as a police operation it 
would have worked—illegal crossings could have been stopped. 
Israeli “activists,” however, were not satisfied with anything 
less than a get-tough policy and this was carried to extremes. 
The killing of Arab infiltrators soared. An occasional raid 
of retaliation or intimidation was also carried out by the 
Israelis but this did nothing more than increase the tension 
and change the unarmed infiltrator into an armed marauder. 

Jordan, in the meantime, was having difficulty stopping 
the Palestine Arabs from crossing the line. There are not 
enough police to properly patrol the line. To remedy this, 
Jordan quickly trained additional men and the frontier areas 
were finally brought under fair control. The few marauders 
who escaped Jordan patrols and entered Israel, however, still 
brought the major raid of intimidation. Israel refused to treat 
the activities of the marauders, who were working outside the 
laws of Jordan, as a police problem. They seemed bent on 
keeping the Arabs fully aware of the Israeli military superi- 
ority. 

It was quite obvious that Israeli “activist” leaders viewed 
a tense border as a most successful way to keep the eyes of 
the world on Israel and, through shaded reporting, to voice 
a dire need for assistance. Israeli “activists” strongly feel 
their ability to wage war but they lack confidence in their 
ability to survive in peace with anything less than all of 
Palestine. 

Before leaving the infiltration problem I would like to 
point out some facts that must be considered in studying 
the Arab-Israel problem. 

At no time, from the signing of the Armistice Agreements 
in the spring of 1949 to when I left the mission in November 
of 1954 was there one shred of evidence to show the Arab 
Governments were involved in sponsoring or condoning 
infiltration. The raids emanating from Israel, however, were 
part of a Government policy. Joint police action could stop 
infiltration but it will take a change of government policy 
to stop the raids of intimidation. 

Every Chief of Staff of the mission in addition to many 
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other observers agrees that local commander agreements calling 
for close cooperation of Israel and Arab state police in border 
control work, is an essential and effective way to stop illegal 
crossings and to reduce tension. These same people agree 
that the reduction of tension is a prerequisite to peace. 
During my tour of duty in the Middle East three such 
agreements were implemented. One was extremely successful 
and the other two showed possibilities. This was attested to 
by some of the Israeli police allowed to operate as Local 
Commanders. Israeli military leaders, however, never too 
enthused over such close observation, abrogated all three 
agreements. 
The following figures should be interesting as they have 
a certain bearing on Israel's many widely propagandized offers 
of peace. No offer of peace is acceptable if accompanied by 
actions that strip it of sincerity. The following figures are 
from the Jordan-Israel MAC records for the period of | 
June 1949 through 15 October 1954: 
During this period: 
Jordan was condemned for 60 violations of the General 
Armistice Agreement. 
Israel was condemned for 95 violations of the General 
Armistice Agreement. 
Israel alleged the following casualties inside Israel resulted 
from Jordan attacks: 


Israelis Israelis 

killed wounded 
Condemnation of Jordan by MAC 120 134 
resolution verified the following: 32 57 


Jordan alleged the following casualties inside Jordan res- 
ulted from Israeli attacks: 
Jordanians Jordanians 
killed wounded 
Condemnation of Israel by MAC 221 222 
resolution verified the following: 127 118 

The figures speak for themselves. To add the recorded 
figures from the other MACs and to bring them up to date 
would only show a wider swing in the direction they already 
tend. 

Both sides stand condemned for these casualties but those 
who set the stage for the Palestine struggles must also share 
the blame. 

Some of the incidents occurring today have parallels in 
the history of the Armistice. On December 8th 1954, five 
Israeli soldiers attempted to tap and booby-trap a communi- 
cation line deep inside Syria. They were captured and im- 
prisoned. One of the men later committed suicide and 
although this received much publicity, UN observers talking 
to the other prisoners verified the Israelis had not been 
maltreated by their Syrian guards. 

Immediately after the men were captured Israel demanded 
their release and the UN Mixed Armistice Commission, in 
an effort to reduce tension, backed this demand after con- 
demning Israel for sending the men into Syria. Domestic 
pressure in Syria would not allow any bowing to Israel 
demands. Too many people were aware of the long sentences 
handed out to infiltrators by Israeli military courts for lesser 
crimes. Israel kept pressuring and finally, on October 22nd 
1955, took matters into its own hands and staged a raid into 
Syria. Three Syrians were killed and five were taken prisoner 
to be held for exchange. This didn’t work so in the last raid, 
on December 12, 1955, more prisoners were taken—this 
time 32. This raid, however, was verified by the Security 
Council as one of intimidation. The taking of prisoners was 
evidently for bargaining power only and incidental to the 
basic motive. 
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Perhaps there will be an exchange of prisoners now that 
it has been ordered by the Security Council. It certainly will 
reduce tension momentarily but it still shows the pressure 
tactics that Israel is allowed to exert with seeming impunity. 

The parallel to this case happened in Jordan. On the 25th 
of June 1954 five Jordan marauders crossed into Israel. During 
the next two nights they killed two Israelis. One of the 
marauders was killed and one was taken prisoner by Israel. 
The other three were apprehended when attempting to re-enter 
Jordan. They were imprisoned at once and are still there as 
far as I know. On the night of June 27th the Israelis struck 
at an Arab Legion camp about five miles inside Jordan. Four 
Jordanians were killed and three were wounded. One of the 
Israeli soldiers was wounded and captured. Israel immediately 
demanded his return. Here as in Syria, Jordan domestic 
pressure stood firmly against bowing to this pressure. 

During the next three months Israel carried out three raids 
which resulted in the killing of four Jordanians, the wounding 
of four, and the capture of five. After each raid Israeli officials 
at cocktail parties or through official channels would ask if 
an exchange was possible. No bargain was ever reached but 
within a month after General Burns, the present UNTSO 
Chief of Staff, obtained the release of the Jordan prisoners, 
the Israeli soldier was returned. Israeli pressure tactics draw 
attention but never prove beneficial to the prisoner involved 
Without the pressure the men would have been returned 
much earlier. 

Let's go briefly over some of the points of contention 
the UNTSO is faced with in Palestine: 

The Arabs refuse to mark jointly the demarcation line. 
Their refusal is based on a fear that a joint marking will 
lend the temporary Armistice line the status of an inter- 
national boundary. This is an unfounded fear as the Armistice 
Agreements state quite frankly: “The Armistice Demarcation 
lines are agreed upon by the parties without prejudice to 
future territorial settlements or boundary lines or to claims 
of either Party relating thereto.” The Arab fear to mark 
the line becomes understandable when one realizes that 
Israel does not accept the terms as written and stands against 
giving up “one square inch” of what she describes as “Israel 
sovereign territory.” 

Another issue, often described as Arab negativism, is the 
Arab refusal to discuss peace or individual articles of the 
Armistice Agreement. This is aggravating at times as it is 
believed they would benefit by justice on almost every issue. 

The Arabs, however, have a point when they ask: what 
do we have to gain by further discussion when Israel refuses 
to recognize resolutions already adopted by the United 
Nations? 

—When Israel recognizes the right of the Palestine 

refugees to return to their homes; 

—When Israel recognizes the temporary status of the 

present borders; 

—When Israel recognizes the international status of Jerusa- 

lem; 

Then it will be time to discuss peace. The United Nations 
recognize all of these points. 

The Arabs also doubt their ability to obtain justice in 
any discussion so long as the court before which they would 
appear allows Israel to ignore such orders as appear in the 
Mount Scopus Agreement. This island of part Jewish owned 
property inside Jordan, not indicated as Israel territory on 
the official Armistice Agreement maps, is governed by a 
document that includes the following: “In their respective 
areas armed Arab and Jewish civilian police will be placed on 
duty under the UN Commander.” The agreement indicates 
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clearly total UN control. Although the Arab sector of this zone 
is Open to inspection at all times, not one UN Chief of Staff 
has ever been allowed by Israel to complete an inspection 
of the Jewish zone. General Riley tried it but keys could 
not be found to some of the rooms. General Bennike, after 
waiting five hours for an answer to his request for an in- 
spection, was allowed to start but thirty minutes later was 
told flatly that no further inspection would be allowed. 

The Arabs rightfully point to UN weakness in controlling 
the demilitarized zones on the Syrian and Egyptian borders. 
The Armistice Agreement clearly states that these zones were 
demilitarized to provide for the restoration of normal civilian 
life without prejudice to the ultimate territorial settlement. 
Security was to be maintained by locally recruited police. In 
spite of this, Israel, acting accordingly, views these zones as 
sovereign territory. 

The Al Auja zone on the Egyptian border is now totally 
under Israeli control. Many of the regular inhabitants have 
been driven out and military camps, under the guise of 
communal farms, have been established. These violations of 
the General Armistice Agreement are well known to the 
UNTSO and yet it is powerless to force Israel's adherence 
to the rules. 

Israel has illegally driven out thousands of Arabs since the 
signing of the Armistice Agreements, another fact well known 
to the UN, and yet no action has been taken to force their 
return 

The Arabs watched amused as the Israelis took over by 
tnilitary force the Jordan-Israel MAC office in June 1952 
in order to retrieve a barrel, of unknown content, they had 
attempted to smuggle to Mount Scopus. Israel officials had 
listed the barrel on the Convoy manifest as containing oil— 
this, the UN guards proved false. The Israelis took over the 
office to stop the opening of the barrel. Unarmed UN observers 
from three neutral nations were controlled by the show of 
Thompson sub-machine guns during this episode. Israel 
skimmed over this action with very little publicity and as 
a further show of weakness the UN returned the barrel to 
Israel unopened. 

The Arabs are also aware that UN observers are not 
allowed freedom of movement in the border areas on the 
Israeli side. With few exceptions, the Arab states have 
granted complete freedom to the observers. 

In the terms of the Armistice Agreement, a defensive 
zone is established on both sides of the demarcation line. 
The limits as to type and number of weapons as well as 
the size of the defense force are clearly defined. The Arabs 
are fully aware that woven into the Communal farms and 
the protective settlements within this zone is a military 
force many times larger than that allowed by the Agreement. 
The Israelis call it a reserve force but in any other country 
on earth the men and women assigned to these camps would 
be classified regulars. They are constantly in training, fully 
equipped with the weapons and supplies with which to wage 
war, and are in position. This is just one more standing 
violation of the Armistice Agreement. 

There are other points, far too numerous to mention here 
but they all play a part in keeping the Arab states from the 
conference table. If the Israelis can get by with these flagrant 
violations of the Armistice Agreement under the eyes of the 
United Nations how can anyone expect the Arabs to see 
Israel as other than a belligerent with world-wide backing. 
What Justice can the Arab states hope for in the present 
climate 

Their only hope is to wait and this they can afford to do. 
They feel sure that sooner or later the world will realize there 
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was a departure from justice in the breakup of Palestine. 

The powers who went all out, for humanitarian reasons, to 
settle the Jewish refugees in Palestine must certainly realize 
by now that in doing so they did not reduce the number of 
displaced persons in the world. The 900,000 Palestine refugees 
are a grim reminder of this fact. It now becomes the duty 
of these powers to recognize their moral obligation to 
relieve the situation they created. It is certainly right to 
grant millions for the relief of suffering but we must avoid 
directing one dollar to create it. This is exactly what is 
being done as long as we allow “activist Israel” to run rough- 
shod over the feelings and rights of the Arabs. 

Every person who has from a neutral position, viewed 
the day to day happenings in Palestine can fully understand 
the Arab distrust of Israel and those who champion Israel's 
methods—they understand the Arab desperation so widely 
propagandized as Arab negativism. 

Our failure to recognize the facts and dangers involved in 
the Israel problem is why we have lost face in the Arab world. 
It is why we are losing the friendship of 42 million Arabs 
who are directly involved in the dispute to say nothing of 
the loss of respect on the part of 321 million Moslems who 
view with alarm the favoritism we have displayed in the 
Middle East. It is why we stand to lose completely one of our 
major sources of oil so vitally needed in peace and in war. It is 
why our national security is in jeopardy. [t is why Communist 
influence is increasing in the Middle East. 

What about this Communist end run into Middle East 
politics? We had plenty of warning and could have blocked 
it. Instead, we stood by under pressure of minority special 
interest groups while Israel, scouring the arms markets on 
both sides of the Iron Curtain, built a war machine, from 
a borrowed economy, strong enough to fight and initially 
defeat the combined Arab armies. 

We were committed to assist the Arab countries and 
Israel to build an armed force for the purpose of assuring 
their internal security and their legitimate self-defense— 
without creating an arms race. We did not, however, advise 
Israel against a buildup of force far beyond these needs even 
though we were footing the bills indirectly by our liberal 
gifts, grants, and loans. 

We did nothing to curb Israeli attacks against the Arabs. 

Israel's reason for shifting tension to the Egyptian border 
was quite obvious. Abd Al Nasser’s influence in the Arab 
world was on the upswing. He stood for Arab unity whereas 
Arab disunity was a major factor in Israel planning. Should 
Nasser be successful, then “activist” Israel’s plans to annex 
additional Arab lands would face a major setback. They 
went all out to tear Nasser down by forcing him to fight 
a battle he would lose or to display weakness in refusing to 
meet the challenge. Either way meant the downfall of his 
government. 

In spite of this we did nothing to allow the Arabs to 
protect themselves. Israel's plan started to work. Nasser’s 
government in Egypt staggered from domestic pressure for 
action following the Israeli raids in the Gaza strip and in 
the Al Auja demilitarized zones. Egypt's government realized 
its inability to take up Israel’s challenge. Militarily, Egypt 
was too weak to engage a major war machine. Supreme effort 
was being channeled into social and economic reforms; they 
anticipated no war and were not prepared to fight one. Now, 
in the face of Israeli attacks, Nasser was in no position to 
reveal Egypt's weakness and at the same time admit nothing 
was being done to strengthen her position. After all, his 
government was built on the ruins of one that had failed 
to provide security for its people. 
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The Soviets had been flirting with the Middle East for years 
and yet they had no influence in any Arab state. Their one 
place of friendly influence in the Middle East was Israel. 
They were quick to note Egypt's desperation. Recognizing 
Arab-Israel issue as the most valuable vehicle of entry, 
they moved in, offering arms at bargain prices. Nasser ac- 
cepted and his popularity skyrocketed. Even the most pro- West 
Arab states declared it a wise move, his only move. Muslim 
leaders claim the Soviet brand of Communism can never 
be tailored to Muslim ideology but they believe now, through 
necessity, they can risk certain restricted dealings without 
jeopardy. Recent history will prove them wrong. We, how- 
ever, must accept the responsibility for placing the Arab-world 
on this tight-rope. And, in doing so, we have placed our 
national security on another. 

Israel is now crying for additional arms aid to meet what 
it describes as a threat to Israel's existence. During the three 
years I was in Palestine not one Arab nation was planning war 
against Israel. I believe the same to be true today. While they 
must arm to protect their borders from Israeli baiting, they 
ask for nothing more than a just solution to the Palestine 
problem as already outlined by United Nations resolutions. 

The sabre-rattling threats of annihilation emanate from both 
sides. You read primarily of Arab threats but they read such 
threats as was issued by Menachem Beigen, leader of what is 
now Israel’s second largest political party: Mr. Beigen, former 
leader of the Irgun terrorist party said; and I quote from an 
Israeli publication, (JPA 3) “The Arabs are trying to drive 
us into the sea but they know that we will finally push them 
into the desert, in spite of their friendly relations with the 
United States.” 

The picure I have painted is black indeed but there is a 
road back. It will be blocked soon but at this moment it is 
open. 

First: We must warn Israel that one more military raid 
against the Arab states will bring immediate economic sanc- 
tions. 

Second: New teeth must be put into the Tripartite Agree- 
ment leaving no doubt in anyone's mind that the present 
temporary lines will be maintained until such time as they 
are rectified by agreement. 

Third: The United Nations Organization should make 
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similar commitments so as to make the present arms race 
unnecessary. 

Fourth: For the immediate reduction of tension on the 
Arab-Israel borders, the plans suggested by General burns, 
UNTSO Chief of Staff, for border control must be imple- 
mented—they need no embellishment. 

Fifth: Israel must be called upon to accept existing UN 
resolutions as a starting point for peace negotiations. 

Yes, this last point will affect Israel's present borders—It 
will mean sacrifices but it will leave an Israel as an accepted 
Middle Eastern state. Any other road spells the total downfall 
of Israel. If Israel marched tomorrow and defeated the com- 
bined Arab armies on a quick grab for all of Palestine and 
part of the Sinai, she would merely extend her perimeter of 
hatred and hasten her own destruction. 

No power on earth can save an antagonistic nation of less 
than 2 million Israelis in a final showdown with 42 million 
Arabs who will eventually find unity in face of the Israeli 
threat. 

Israel’s enemy in the world today is not the Arab, it is the 
special interest groups lending Israel a false sense of power 
and the belief that she can don the cloak of the aggressor with 
impunity. Those who would help Israel should counsel her 
to accept the role of a Middle Eastern state. She cannot last 
long as the insecure arm of a world pressure group. 

There are thousands in Israel today who are ready and 
anxious to turn away from the Activist path, agree to a just 
peace, and to gear their efforts for the betterment of the 
Middle East and not at the expense of it. The Arabs are ready 
to accept Israel on these terms. 

As to the United States; we must adopt a policy of active 
impartiality and this counsels against shipping arms to Israel 
as Israel's only threat comes from her own policy which has 
proven to be at fault. 

We should keep the Arab-Israel problem out of domestic 
politics. This will allow us to adopt a foreign policy that 
protects the interests of America and her allies without leaving 
vulnerable spots created by the selfish desires of minority 
pressure groups. Above all we must recognize our moral 
obligations as a world power and our actions must adhere 
closely to American ideals. 

Such a policy will bring about an equitable Arab-Israel 
peace. 


Look South, Investor, Look South 


INVESTMENT OPPORTUNITIES IN LATIN AMERICA 
By DR. LUIS MACHADO, Executwe Dwector of the International Bank for Reconstruction and Development 


Delivered at the Finance Conference of the American Management Association, New York City, December 2, 1955 


F I had to describe in one single phrase the opportunities 
for investment in Latin America, I would say that, in 
her economic development, Latin America is today where 

the United States of America was a hundred years ago. 

You probably would understand much better what I have 
to say if, by a twist of our imagination, we would turn back 
the hands of the clock and the leaves of the calendar a full 
century; something—I am sure—many in the audience would 
not object to, if it could be done. Let us imagine that a cen- 
tury ago the American Management Association, at its Finance 
Conference, had asked someone to talk briefly on the oppor- 
tunities for investment in chat part of the United States that 
lies west of the Mississippi River. 

By 1855 the United States had already become an important 


nation. It had reached a population of twenty-five million 
people. It had just finished assimilating the large area of land 
bought at 4 cents an acre from France under the Louisiana 
purchase in 1803. It had pushed its frontiers west of the Mis- 
sissippi to the Pacific Ocean by annexing California and what 
is now Oregon and Washington. Texas had just joined the 
Union. Gold had recently been discovered in, California 

It is true that most of the newly acquired area was still 
unexplored; that there were no roads to reach the new lands; 
that there was not much law and order prevailing at the time 
that men had to fight the Indians, the bandits and the forces 
of Nature to survive; that a gun had to be carried on the hip, 
ready to be used; that sanitation and comfort did not exist; 
that living conditions were hard and difficult; that political 
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conditions were unstable; and that the question of the aboli- 
tion of slavery was boiling and heading the country toward 
a cruel and bloody civil war. 

All that was true. But no one—not even the most conserva- 
tive banker—would have questioned the opportunities for 
investment that existed a hundred years ago in that area. In 
fact, the most enthusiatsic orator at a Finance Conference like 
this, speaking a century ago on the opportunities for invest- 
ment west of the Mississippi River—even resorting to the 
wildest dreams—could not have possibly foreseen the fantastic 
development of the teeming cities, the bumper crops, the 
herds of cattle, the oil production, the prosperous mining 
enterprises including all ores, from iron, copper and zinc to 
precious metals and uranium; the booming industries, the 
gigantic aviation factories, the vacation lands, the movie 
colonies, the hydroelectric generating plants, the growth in 
population, and the many other factors that have contributed 
to make this country the most advanced and richest nation 
in the history of the world. How could anyone predict that 
the population of the United States in a century was going to 
jump from 25,000,000 to 160,000,000? 

I repeat that in 1855 no one could have doubted the wisdom 
of investing west of the Mississippi River, because the neces- 
sary ingredients for a good investment were all present there 
at the time. 

Let us see if we all agree on what is a good investment. 
An investment is the application of capital to a new venture 
for a productive purpose. The object of an investment is to 
produce; and the success of an investment is determined by 
its production. If an investment grows, that is, if it produces, 
it is a good investment. If it fails to grow, it is a poor invest- 
ment. Growth is the measure of success of an investment. 

In 1855 the United States was a growing nation; growing in 
area, in physical resources, in population, in commerce, in 
domestic production. The opportunity for investment was 
there, and the seed could not fail to ripen in such favorable 
soil. Growth is the ideal climate for investments. 

Now, let's get back to our Conference and to our year of 
Grace 1955. Let us take a long look from this great City of 
New York—the financial center of the world—to that large 
and distant area, a thousand miles away, little known and less 
understood, that is called Latin America. 

Let me first remind you that Latin America is not a country, 
but a continent; a continent where twenty independent Re- 
publics and a few territories still under European colonial 
domination live peacefully side by side. I do not know how 
many of you have visited Latin America, or how many of you 
have business there. But for the benefit of those of you that 
have never visited our shores, let me explain that Latin 
America occupies an area two-and-a-half times the size of 
the United States. In this very large area, you will find the 
longest and the second highest mountain range in the world, 
the Andes; the largest river in the world, the Amazon; the 
highest navigable lake, the Titicaca; one of the largest water- 
falls bounding on three countries, the Iguazu; and the highest 
waterfalls in the world, Angel's Falls in Venezuela. 

This large continent to the south of you is the largest 
producer in the world of beef, coffee, sugar, cocoa, tropical 
fruits, silver, copper, and manganese. It is also one of the 
largest producers of wheat, corn, cotton, wool, rubber, fibers, 
timber, iron, aluminum, sulfur, zinc, lead, chromium, nickel, 
mica, and petroleum. It is the largest customer of the United 
States, from whom we purchased and paid for goods in 1954 
in the amount of $3,286,300,000; and its total international 
trade last year exceeded $14,500,000,000. 

And yet, despite these impressive figures, one-third of our 
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continent is still virgin and unexplored; and less than one- 
half of our land is in actual production. What the natural 
resources of Latin America might amount to when fully de- 
veloped, simply escapes the wildest imagination. 

But the most important thing about Latin America is that 
it is a growing continent. Latin America is growing at a rate 
not equalled by another area in the world. For the first time 
in history, in 1950 our population exceeded the population 
of the United States, and today it has reached 180,000,000 
inhabitants; that is, more than the United States and Canada 
combined. Population is growing at the unprecedented net 
rate of 2.5% per year. At this rate, we should have 300,000,000 
people in Latin America by 1975, and 500,000,000 by the 
turn of the century; doubling, by then, the estimated popula- 
tion of the United States and Canada. 

Our production has been increasing at the rate of 5% per 
year. Thus, despite the rapid growth of population, an overall 
increase of 2.5% per capita output has been achieved. This 
compares with an average annual per capita growth of 2.1% 
in the United States during the period of 1869-1952. A long- 
sustained production increase at the present rate will simply 
accomplish wonders in Latin America. 

The economic development taking place in Latin America 
is really spectacular. It should be so, because we have in 1955 
at our disposal means and facilities that did not exist in 1855, 
when the Americans started to develop the West. We can 
today use for development steam, electricity, automobiles 
and trucks, agricultural machinery, radio, telegraph and tele- 
phone. Our technological progress permits us to apply to 
production, conservation and distribution scientific techniques 
and processes unknown a century ago. And we can count, in 
addition, on the financial resources and facilities of institu- 
tions like the World Bank, the Export Import Bank and the 
new International Finance Corporation now in process of 
organization, whose purpose is to assist precisely in the 
economic development of the world. The development of 
Latin America is going so fast, that we are short-circuiting the 
traditional process. We are jumping directly from the burro 
to the airplane. 

Cities like Buenos Aires, Rio, Mexico City, Havana, Monte- 
video, Santiago, Sao Paulo, and Lima, with millions of in- 
habitants, would hardly be recognized by anyone who has 
been away from them a few years. Two hundred new houses 
are being built every day in Sao Paulo alone, in an effort 
to meet the acute housing shortage. How Caracas has miracu- 
lously emerged from the jungle as a modern city with sky- 
scrapers, office buildings, apartment houses, magnificent hotels, 
golf clubs, wide boulevards and super-speedways like New 
York, Chicago and Detroit, is a story that amazes architects 
and engineers all over the world. 

Sanitation, preventive medicine and better nourishment 
have eradicated yellow fever, malaria and tropical diseases 
from our lands. An intensive educational system, coupled with 
our excellent colleges and our universities, some of them older 
than Harvard, is preparing the new generations to take their 
place and do their duty in the common task of developing 
our natural resources and maintaining our democratic institu- 
tions. 

It is impossible to describe in a short talk like this what 
an enormous market Latin America will become within the 
next few years. Not only our population is increasing in 
numbers at a very high rate; but the remarkable improvement 
in the economic level of the people tends further to increase 
consumption of all kinds of goods and services, and to enlarge 
the Latin American market of the future. 

Within the next few years, the beautiful isolated cities of 
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Latin America will be interconnected by modern highways, 
roads and railroads. These new means of communication will 
open up for production new virgin territories. Hotels, motels, 
restaurants, playgrounds and vacation resorts will sprinkle 
along their routes. The growing population will require mil- 
lions of new homes. More people with more money in their 
pockets will need more food, more clothes, more shoes and 
more of all the necessities of life. More children will demand 
more new schools, more colleges and more universities. With 
the standard of living constantly improving housewives in 
Latin America, as elsewhere, will insist on having all of the 
modern labor-saving household appliances and conveniences. 
Everyone who can afford it, will want an automobile, and 
quite a few, a private airplane. Air conditioning will become 
a common building requirement. These needs will give rise 
to new industries, to new trades, to new employments, to 
new developments. Cities will need more water, more sewage 
disposal systems, more power, more telephones, more recrea- 
tional facilities. It has been estimated that Brazil alone would 
need in the next 20 years a billion dollars expansion in electric 
generation. 

Why—someone may ask—with so many attractive oppor- 
tunities, investments have been rather slow in going to Latin 
America? I am inclined to believe that, aside from the fact 
that there have been many opportunities for good investments 
at home, the slowness of investments in Latin America is 
largely due to ignorance about our countries and lack of 
information on our real investment possibilities. 

I often run into people who are scared to deal with Latin 
America. Latin America, they say, is a land of physical and 
political instability, of revolutions, of recurring crisis, where 
no one can be sure that a loan will ever be paid back. 

Latin America is no exception to the rules of Nature. Any- 
one afraid of hurricanes, earthquakes, floods, droughts, light- 
ning and volcanoes, better stay out of Latin America, because 
we have, like all other areas of the world, our fair share of 
these natural phenomena. 

And revolutions are part of the climate of Latin America. 
Not that I advocate them; but they are the growing pains of 
the democratic process, one of the several ways we have to 
change an unpopular government; just like the French change 
their Cabinets whenever they get tired of them. 

But neither acts of God nor revolutions seriously affect 
private investments. People, after an earthquake, a flood, a 
hurricane, or a military coup, keep on eating and dressing 
and going to the movies. Life goes on just the same. Cattle 
keep on breeding. Crops keep on growing and must be con- 
sumed or exported. The economic cycle goes on, regardless 
of who signs the decrees in any Government. And foreign 
debts are paid, whether they were contracted by the party 
in power or by their deposed predecessors. In this respect 
Latin America is unique in the world. 

This point is important enough for me to stop for a minute 
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and cite a few figures, even at the risk of taxing your tired 
attention. Let me tell you what our experience in the World 
Bank has been. During its ten years of operation, the World 
Bank has made 55 loans to 12 Latin American countries for 
development purposes, aggregating a total of $642,405,000. 
I am pleased to report that there has not been a single default 
on any of these loans, either as to principal or interest. The 
Export-Import Bank, since its creation in 1934 has made 
loans to practically every one of the Latin American Republics 
for an aggregate of $2,500,000,000; and they can report a 
similar experience. 

According to the statistics compiled by the Economic Staff 
of the World Bank, the total outstanding public foreign debt 
of Latin America in dollars and other currencies, at the be- 
ginning of the Second World War in 1939, amounted in round 
figures to $3,000,000,000. From 1939 to date Latin America 
received, in the form of public loans from the Export-Import 
Bank and from the World Bank, nearly $2,750,000,000 addi- 
tional. Of that great total indebtedness of $5,750,000,000, 
a very large part has been repaid; and, as of today, only one 
country, out of twenty Republics, is in default on its old pre 
war debt for a total of less than $59,000,000. Consequently, 
the public debt risk of Latin America, according to the records, 
is 1%. Im fact, our debt record, as a whole, is so good that 
there are countries in Latin America, like the Dominican 
Republic, Honduras and Venezuela, that can boast of not 
having at the present time any public foreign debt. What other 
geographical area in the world—may I ask you—can show 
today a similar performance record? 

There are among the twenty Latin American Republics, 
like in any large family, natural differences in size, in popula- 
tion, in degree of economic development, and in commercial 
and trade practices. Some countries maintain certain monetary 
controls, while others, like Mexico, Cuba, the Dominican Re 
public, Panama, Peru, Guatemala, Honduras, Venezuela, El 
Salvador, and Haiti, have no foreign exchange controls. But 
everywhere in Latin America, the process of growth is present 
Everywhere, economic development is progressing at an 
acclerated pace. And consequently, everywhere there are excel- 
lent opportunities for sound and profitable investment. 

Some day the enterprising American, who has been pouring 
billions of dollars into other areas, will take a serious look 
at the great family backyard lying to the South, just like a 
century ago he took a look at the great expanse of virgin 
territory west of the Mississippi River. When he does, I am 
sure that we will not have to wait a hundred years to show 
results; and any other future speaker before the American 
Management Association will be able to recite and praise 
what an excellent opportunity for investment this generation 
had in Latin America. 

A century ago, the American's motto to the new generation 
was: GO WEST, YOUNG MAN, GO WEST. I suggest that 
our motto today should be: LOOK SOUTH, INVESTOR 
LOOK SOUTH. 


Are We Mortgaging Our Future Too Much? 


DEBT GROWTH AND DEBT MANAGEMENT 
By JOHN S. SINCLAIR, New York City, President, National Industrial Conference Board 
Delwered Before the Economic Club of Detroit, Michigan, February 20, 1956 


Y THEME TODAY, “ARE WE MorTGAGING OUR 
FUTURE TOO MUCH?”, was selected some ten months 
ago, and so worded, I hope, that it clearly revealed my 

intention not to deal with the immediate or short-run prob- 


lems of debt. However, I should note, as the year progressed, 
that we as a people grew steadily more concerned about the 
problems we now face as a result of debt only recently in- 
curred, particularly consumer installment credit. Through the 
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processes of study, analysis and education we are beginning to 
see the problems of this form of consumer debt in better per- 
spective. Perhaps from all of this, installment credit will 
emerge an even healthier and more constructive influence. 

Our standards of living would not and could not be what 
they are today without the development of this debt instru- 
ment designed to bring our millions of middle-class and 
lower-income families actively into the market and to enhance 
thereby the unbelievable economies of mass production. Mass 
production and mass cons'imption are each essential sides of 
the coin of national economic progress. Without our mass 
markets the coin of the United States would not be the envy 
of the world, in terms of the buying power it brings to the 
masses of our population. The average family in the United 
States today has at its command a stock of goods—homes, 
cars, television sets—yes, and even bathtubs, and now, shower 
baths—-that are possessed by only the upper-income groups 
abroad. Tens of millions of our families—the masses, if you 
like—daily enjoy the advantages of possessions which are re- 
stricted to those at the apex of the income pyramid—the so- 
calied upper classes—in England, Western Europe and other 
places abroad 

I've only just returned from a visit to England and Western 
Europe and noted, as have so many other observers, the sharp 
contrasts between their planes of living and ours. The durable 
goods that characterize the way of life of the bulk of our 
population are still objects of aspiration for the masses of 
their working populations. I also noted that hire-purchase 
or installment buying was far less widespread than it is here. 
The two observations are not entirely unrelated. 

Our neighbors abroad, it seemed to me, were just at the 
threshold of their own ever-spreading automotive and elec- 
trical appliance age 

The latent demand for such goods and services, long stand- 
ard items in our wage-earner budgets, is erupting in Britain, 
Western Germany and France, among other countries. This 
has brought with it its own perplexing problems of containing 
inflation during so explosive a consumption boom—particu- 
larly when satisfaction of such demand is so heavily dependent 
upon importation of food, industrial raw materials and many 
consumer goods 


LONGER-RANGE DEBT PROBLEMS 

Debt growth and debt management, is one of the major 
economic problems of our times. And debt, in turn, can be 
viewed as an immediate short-run matter of national concern, 
or, as a longer-range problem, in terms of commitments we 
have already made, or are making now, that will fall due and 
must ‘be honored in the years ahead, in some instances by gen- 
erations yet unborn. It is the longer-range problems that I 
sought to embrace in today’s theme and to which I now wish 
to direct your attention. 

As I see it, there are three facets of tomorrow's debt prob- 
lems that should be of interest to today’s business manage- 
ment. First and foremost, I would put the need for all of us— 
whether we are businessmen, whether we are government ofh- 
cials, whether we are members of Congress, whether we are 
educators or whether we are just plain citizens—to view the 
current and prospective debts of the nation in the aggregate 
rather than piece-meal or as separate, unrelated items. Second, 
is the growing tendency to view our future commitments, 
particularly as they relate to welfare provisions, primarily from 
their short-run costs—and to “sweep under the rug” their 
true burden as the given program of benefits matures. My 
third and last point is the implicit belief in undertaking 
many of these commitments—that is another way of saying 
mortgaging our future—that the nation’s long-run economic 
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growth rather than inflation will provide the necessary means 
of repayment when these notes fall due. These, then, are to 
me areas of concern about our debt over and beyond such 
questions as to whether Detroit in 1955 horrowed somewhat 
too freely from tomorrow's consumer market, or whether 
the rate of home mortgages was excessively high in the past 
year. 


VIEWING DEBT IN THE AGGREGATE 

To answer the question as to whether we are borrowing 
too much from the future requires some knowledge of the rate 
at which we have been borrowing in the past. I propose to 
review briefly—and with a minimum of statistics—the trend 
in our borrowing habits of the last decade or two. At the close 
of this review we can then look at the change in aggregate 
debt and speculate about the implications of a continuance 
in its growth. 

By the way of required historical perspective, let me recall 
for you that as late as 1939 we still had nearly 10 million 
members of the nation’s labor force unemployed. Our recovery 
from the Great Depression lagged behind that of virtually 
every other industrialized nation. Our national income and 
national wealth per capita failed to grow during the Thirties, 
the first such decade in which substantial improvement had 
not been made in our economic welfare. 

Real recovery began with the onset of World War II, and 
virtually every remnant of the Great Depression disappeared 
following our entrance into the great conflict. We emerged 
from World War II with brimful employment but also with 
the greatest expansion in our national debt in all of the world’s 
history. The gross Federal debt, alone, at the war's end had 
risen by nearly $250 billion. True, our national income and 
our gross national product were also far greater than they had 
been prewar, but the rate of increase in Federal debt from 
1939 te 1945 was far in excess of the rate of increase in 
national output. For every dollar increase im these. measures 
of output there had been an accompanying increase of about 
two dollars in Federal debt. 

Much of our immediate postwar expansion simply reflected 
the pressures of this debt and our expanded money supply 
upon a rising but limited output of goods and services. Thus 
the increase in Federal debt was perhaps the major master 
trend and the largest single massive force working in our 
economy throughout the Forties. And yet even by the end 
of that decade the percentage increase in national income 
from its depressed levels in the Thirties was less than the total 
percentage increase in our own Federal debt, even after a 
reduction of roughly $25 billion in such obligations. 

With the onset of the Korean conflict, further Federal 
borrowings became necessary. We have added about $25 
billion of Federal debt (gross) thus far in the Fifties, bring- 
ing the total expansion in such debt to about $240 billion, or 
about the same as at the end of World War IL. 

We are inclined to view our experience thus far in the 
Fifties as the most prosperous period we have ever known. 
Our national income and output rose by a third from 1950 
to 1955. Yet it remains true that as of today the rate of in- 
crease in income since the onset of World War II has been 
no greater than the rate of increase of Federal debt since 1939. 

This is not the full story of what has been happening to our 
Federal debt burden. We have also added many open-end 
commitments through our various welfare programs, through 
old-age benefits, veterans’ pensions, and related measures. 
Under strict business accounting these commitments and con- 
tracts to pay at some future time could also be regarded as part 
of our national liabilities currently. They are not so viewed in 
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the figures I have given you. I shall return to this “hidden” 
aspect of our debt picture later. 

Finally, under the growth in government debt, we need to 
look, too, at the increased commitments of our state and local 
units of government. Borrowing by these government groups 
actually decreased modestly during World War II. But in the 
last decade these units of government found it necessary to 
borrow more heavily each year to foot the bill for schools, 
highways, hospitals and other capital outlays. These heavier 
capital outlays reflect intense population pressures at the 
state—local level, which may grow even more acute in the 
years immediately ahead. The rise in state and local borrowing 
thus far in the Fifties has already totalled $20 billion. Last 
year the debt of state and local governments rose by at least 
$5 billion, the largest annual increase ever recorded. 

Those who believe that future economic growth can be 
depended upon to supply an automatic answer to governmental 
borrowings can find little support in the records since 1939. 
Unparalleled as has been the economic expansion of the past, 
the rate of increase in government borrowings has been far 
greater than the accompanying rate of increase in the value 
of the nation’s output. 

Please note at this point that I have not included the 
possible impact of imperious and varied demands for Federal 
aid or financing of broad health, educational and highway pro- 
grams, and the long continuance of proposed foreign aid 
programs. 

AGGREGATE TRENDS IN PRIVATE DEBT 

What were the corresponding trends in the area of in- 
dividual and business debt over this same period? How heavily 
have we resorted to private borrowings during what might 
well be termed almost a generation of virtually uninterrupted 
full employment? 

The figures I have given you would place the growth of all 
forms of government debt—Federal, state and local—at about 
$260 billion since the end of the Thirties. To provide true 
historical perspective, too, let me add that the bulk of this ex- 
pansion stemmed from footing the bill for the world’s most 
costly war. 

It is indeed a sobering statistic that emerges when we ex- 
amine our propensity to borrow for consumption and business 
purposes alike since the end of World War IL. Private debt 
in the aggregate has increased by nearly $250 billion within 
the past decade. Thus the expansion in individual and business 
borrowings in the midst of this nation’s biggest boom almost 
equalled the total expansion of government debt enforced upon 
us by the compulsions of war! 

In the same way that government borrowings constituted 
the master trend behind economic expansion in the Forties, 
private borrowings have been the new master trend thus far 
in the Fifties. We find a source of national pride in the burst 
of gross national product into the $400 billion zone as we 
enter 1956. But the record also tells us that private debt has 
risen even more rapidly than this unparalleled yield of our 
economic system. Our national output has risen by roughly 
$130 billion in the present decade. The accompanying in- 
crease in private debt has been nearly $169 billion. Once again, 
as in the Forties, for every dollar increase in what we managed 
to produce, we found it necessary to bulge our debt by well 
more than a dollar. A decade earlier the same pattern emerged, 
only then we were resorting primarily to government borrow- 
ing. Today, it is individual and business borrowing which 
continues to outstrip the gratifying gains we have made in 
output and income. These are the trends which have led me 
and other serious observers of the current economic scene 
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to wonder whether we may not be mortgaging our future 
too heavily. 

Take, by way of further illustration our experience in 1955, 
a year that towers above any in terms of employment, output, 
personal income and business profits. Consumers boosted their 
borrowings last year by over $5 billion to finance purchases of 
cars and other personal goods and services. Mortgage debt rose 
by another $15 billion. And private business, corporate and 
noncorporate, expanded both its long-term and short-term 
borrowings by still another $20 billion. In all, aggregate pri- 
vate debt advanced by nearly $40 billion in 1955, and yet that 
was Our Most prosperous year on record. 

Here again we have another illustration, and a current one, 
of the trend to increase debt faster than even the most rapid 
rate of economic growth we have ever experienced. Our gross 
national product in 1955 advanced by about $27 billion. But 
private debt in the very same year mushroomed by nearly $40 
billion. Should we remain unconcerned about what the aggre 
gate debt trend writes clearly on the wall for all to see, who 
have eyes to see, and the will to see? 

In summary, then, we entered 1956 with private debt 
alone totalling $380 billion. If we exclude that portion of 
public debt already held by governmental agencies in order 
to facilitate comparison with the net obligations of private 
debtors, we find that the combined debt total both public 
and private was at least $650 billion. This compares with 
an aggregate debt of less than $200 billion pre-World War II 
That’s the longer-run pattern in which first government, arid 
then private business and consumers, contributed toward 
a bulge in total debt of nearly a half trillion dollars in just 
fifteen years. The short-range pattern reveals acceleration in 
reliance upon the debt mechanism, with aggregate debt again 
rising by nearly $50 billion in 1955, widely viewed as the 
most prosperous year in our national history. 


OuR “HIDDEN” DEBT COMMITMENTS 

As I indicated earlier, Federal debt has been relatively 
stable since the end of World War II, except for the renewed 
resort to borrowings under the strain of the Korean conflict. 
This gratifying result reflects far more the higher tax yields 
arising from our steadily higher rate of national activity 
than it does any long-term trend toward reduction in the 
total dollars spent for Federal government. We have also 
found it desirable to impose and maintain a ceiling upon 
our Federal debt. 

As this ceiling has begun to impinge upon the rate of 
government spending, it has brought with it an intensified 
search for mechanisms permitting future government com- 
mitments, without an accompanying entry of such commit 
ments into the public debt total. I refer here to the develop- 
ment of such devices as government guarantee of debt, the 
emergence of quasi-public authorities with independent bor- 
rowing power and what are termed credit agencies of the 
Federal government. Some of these enter into our budget 
process at least in part but many do not enter at all nor are 
they reflected in any way in tabulations of our national debt 

The annua] Federal budget, gigantic and detailed as it is, 
both in dollar figures and in its scope, nowhere reveals our 
total liabilities and commitments nor any comprehensive 
conjectures about them. 

For many of our present public activities, no such estimates 
are even feasible. Their costs and future trends depend not 
upon the action of government, but upon the decisions of 
its Citizens to resort to its standing offers of assistance. Short 
of repealing existing statutes which have set in operation 
these “open-end” activities, the current costs and future 
liabilities rest largely upon the election, for example, of 
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farmers to resort to price supports or of veterans to take 
out home and other loans. 

Our future commitments whether of the guarantee or 
welfare type are a massive area that must also be encompassed 
when we deal with the question—have we mortgaged our 
future too heavily—even though they do not appear formally 
.a the arithmetic of debt. Our “hidden” debt can be likened 
to an iceberg, in that only a limited part of its bulk is 
readily visible. The submerged and preponderant proportion 
lies hidden well below the surface. 

The whole area of commitments for welfare and social 
security involves liabilities whose dimensions are seldom 
noted. The future survivors of persons now covered by social 
security, for instance, will have as benefits the equivalent 
of some $350 billion of life insurance. —This amount, 
incidentally, is roughly equal to all private life insurance now 
outstanding and is entirely apart from Old Age Survivors 
Insurance retirement benefits payable to the employees 
covered by OASI. The actual reserve of the social security 
program for all benefits, not just those of survivors, is about 
$20 billion. Add to this Federal life insurance for veterans 
totaling about $43 billion and backed by assets of only $7 
billion. (The reserves of both OASI and VA insurance, in 
turn, are in the form of holdings of Federal debt obligations. ) 

Public pension programs, including those for our state 
and local employees, will require an annual outlay of $14 
billion by 1960. By 1980, just one of this complex of 
programs alone will exceed that amount for it is estimated 
that social security payments will then amount to some 
$15 billion annually. By 1985 we will be spending some 
$5.5 billion a year in pensions and benefits for our growing 
body of veterans. 

Still another area of our future commitments is that 
represented by present major Federal credit programs. On 
next June 30th, it is estimated that some $65 billion will 
have been committed either in Federal loans or guarantees 
of various types—the major portion in support of housing 
aids. Another $8 billion of such authority will be carried 
over uncommitted into the new fiscal year. Figures such 
as these, moreover, cannot reflect the full dimension of our 
potential liabilities for no present statutory limit exists on 
the amount of liability which may be incurred in some of 
our present credit programs. 

Let me close this comment on the submerged proportion 
of our debt position by quoting the views of Joseph Campbell, 
Comptroller General of the United States, relative to a bill 
designed to allow the TVA “to issue its own obligations to 
the public for the purpose of obtaining funds to finance 
the construction or acquisition of facilities for the generation 
or transmission of electric power”. 

Mr. Campbell said this in his letter. 1 am not going to read 
all of it, but commend it to your consideration later. 

“In a press release dated April 5, 1955, the TVA suggests 

that the particular method of financing is proposed for 

the reason that in periods of national deficit financing 
there is a reluctance on the part of the executive branch 
and the Congress to increase budget deficits by using 
appropriations to finance new powerplant construction. To 
our mind this reasoning alone does not justify the financing 
of a Government activity by the sale of bonds to the 
public. In effect, such action would accomplish indirectly 
what Congress and the executive branch might be reluctant 
to do directly .. .” 

i am afraid that battle is not over with yet, and will not 

bother to read the other quotations from Mr. Campbell's 

lecter, but I know they have been published here in Detroit. 


VITAL SPEECHES OF THE DAY 


I will only just end with this sentence from his letter: 
“. . . However, despite such a declaration, we think thar, 
so far as the investing public is concerned, they would 
be regarded as obligations of the United States Govern- 
ment and, as a practical matter, they would be moral and 
equitable obligations of the United States, since they 
would be issued by a wholly owned and controlled cor- 
porate instrumentality of the United States Government.” 

And keep in mind the suggestion was that that type of 

security be issued without any limitations on it. 


DEBT AND LONGER-RANGE ECONOMIC GROWTH 


The stress I have placed upon the increasing resort to 
public and private debts as a way of life does not mean that 
I am pessimistic or inclined to discount too heavily this 
nation’s future economic growth. The work we have done 
at The Conference Board-—and discussions with men in 
management—across this country and abroad—all point 
toward vast potential markets in the future and levels of 
income and living well beyond what we enjoy today. And 
most of the targets for tomorrow can be achieved if we do 
no more than improve our economic status at the same rate 
that has characterized the first two centuries of America’s 
dynamic capitalism. 

But at times I feel that we as a people are trusting too 
much upon future growth to solve too many of our current 
problems, of which the heavy reliance upon debt is but one. 
In re-examining the warrant for my longer-range optimism 
about future growth, I occasionally wonder whether we 
rely too heavily on our own and other statistics and too 
little on common sense and logic. Whether consumer credit 
is too high or too low at the moment, or whether mortgage 
debt is truly as large as it seems, if we allow for what rents 
otherwise might cost the present home owner, may be 
productive areas of research currently. But even my brief 
review of our debt pattern suggests that the rate of debt 
expansion over the longer run as well as in the past year 
is and should be an area of national concern. Over-reliance 
upon growth in the decades to come can invite some serious 
short-run disturbances in the months and years immediately 
ahead. 

Let me catalog for you briefly some of the areas in which 
continuance of our past reliance upon debt can contribute 
toward such disturbances, if not erode our underlying growth 
potentials: 

(1) Consumers, particularly those in the initial years of 
family responsibilities, have exposed themselves to debts in 
some instances which may not be extinguished during their 
productive life span. Recently at least, under the aegis of 
government guarantee, individuals with limited assets and 
little liquid savings have been increasingly prominent bor- 
rowers. Any sudden interruption of their income could create 
a serious economic and social problem for them, without a 
backlog of savings to tide them over even a short-lived jobless 
period. 

Over the longer-run, today’s youngster will be asked to 
meet the open-end notes we have issued in connection with 
our old-age program, the increasing burden of veterans’ 
pensions and other war-related costs. As he assumes added 
family responsibilities in the years ahead, he will not only 
become exposed to the debt he himself has courted but also 
that which an earlier generation has asked him to honor 
through sharing his production increasingly with the aged 
and otherwise handicapped. 

(2) Business, too, has relied for much of its capital 
expansion upon the debt instrument. Corporate long-term 
debt is some $50 billion greater than at the end of World 
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War II. What will be the impact of heavier fixed interest 
charges at some future time of income contraction? And 
has risk capital flowed into the right areas, particularly into 
the durable goods industries, which at least in the past have 
undergone marked shrinkages of net income, even in periods 
of mild contraction of business in general. 

(3) Our public debt, too, is not without its own host of 
future problem areas. We have made at best only a mild 
contribution toward lengthening the age structure of out- 
standing Federal securities. Repayment even in token form 
is currently contemplated for the first time in years but is 
hampered by simultaneous pressure for higher expenditures 
for agricultural subsidies, accelerated defense and foreign 
aid spending, and growing demand for tax relief. 

(4) Next in this brief catalog—and perhaps most im- 
portant in terms of its longer-range significance—is the 
need for higher savings if we are to capitalize on our economic 
potentials. If the labor force of 1965 of 80 million or more 
is to be employed productively it must be provided with 
new and better tools of production. Even the roughest ap- 
proximation of capital requirements for the decades ahead 
suggests savings for just this purpose alone of well over 
$500 billion. Against this background, can we be certain 
that our commitments for welfare purposes, which once 
given cannot be retracted, will not compete with or even 
overshadow what we should and must set aside each year 
for capital formation purposes, if the dream of national output 
of $500 billion or more is to be realized without resort to 
inflation? 

(5) Finally, I think at times that the courting of debt 
on the part of consumers may be moving us toward expanded 
government and social controls, unless business itself does 
an improved “policing” job in the allocation and rationing 
of credit. As resort to debt grows steadily more widespread, 
the credit-extension process itself becomes increasingly vested 
with the public interest. The better this task is performed 
by private industry, the more likely the prospect that gov- 
ernment intervention in this area can be forestalled—and 
the less serious will be the short-run interruptions as we 
move toward our longer-range economic potentials. 

This review of our changing debt pattern and its implica- 
tions has necessarily been broad-brush in character and 
designed more to raise and moot unexplored questions than 
to provide quick and ready solutions. I believe, however, 
that they do underscore the need for a full-scale review of 
every facet of the debt problem, public and private, individual 
and corporate, short-run and longer-term alike. In recent 
months the suggestion has been advanced in numerous 
quarters that the President of the United States appoint a 
national commission (similar in composition and organization 
to the Hoover Commissions) to review trends and develop- 
ments in our credit and monetary policies and institutions 
and to recommend changes, where required. Should such a 
National Commission be established, the record of debt and 
the profile and pattern I have drawn of it for you suggest 
that an exploration of the question—'"Are We Mortgaging 
Our Future Too Much?”—should be high, if not first, on 
the Commission's agenda. 

( Applause ) 

ALLEN B. CROW: (Reading Question) “MR. SINCLAIR, 
YOU HAVE RECENTLY RETURNED FROM ENGLAND. 
WE UNDERSTAND THAT LORD KEYNES A FEW 
YEARS AGO SAID IT DOESN’T MAKE TOO MUCH 
DIFFERENCE ABOUT THIS MATTER OF DEBT, BE- 
CAUSE WE REALLY OWE IT TO OURSELVES. ARE 
WE FOLLOWING THE ROAD OF LORD KEYNES? IN 
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FACT, HOW FAR IS HE RIGHT OR WRONG, AND 
WHERE ARE WE GOING?” 

JOHN S. SINCLAIR: I believe it was Sir Stafford Cripps, 
Chancellor of the Exchequer in England—who, | think, has 
died since that time—who finally told the Brizish people 
in plain and simple language that they could have any form 
of social welfare or benefit payments they wanted, but they 
might as well recognize that from here out they were 
paying for them themselves. I think that was one of the 
hardest things that my college student son several years ago 
had to realize about some of the things he used to recommend 
and we discussed. What he came to realize was that he was 
going to help pay for them. He is now a taxpayer and a 
wage earner and about to get married. He not only realizes 
that taxes are pretty high, but that he is going to pay his 
share and will pay even more as time goes on. 

I think saying “we owe it to ourselves” is really meaning- 
less. The fallacy in this is that it assumes that the people 
who want the debt and those who pay the taxes to service 
or repay the debt are identical. You are forestalling the 
day when these payments come due, and there is only one 
way to pay them and that is eventually through taxation 
Government bonds can be repaid or rolled over forever, but 
there is always the danger of getting into inflationary periods. 
Meanwhile, your tax requirements must rise to meet all 
these obligations. We might as well recognize in plain 
language that whatever we want from the government we 
can have for the period of time that we are willing to pay 
for it, and then pay the piper for what comes after it 

ALLEN B. CROW: (Reading Question) “PRESIDENT 
ROOSEVELT STARTED HIS ADMINISTRATION ON 
THE THEORY THAT HE COULD CREATE PROSPERITY 
BY CHANGING THE GOLD CONTENT OF THE DOI 
LAR. WE NOTED LAST WEEK THAT THEY CHANGED 
THE REDISCOUNT RATE IN ENGLAND. YOU ARE 
QUITE FAMILIAR WITH THE FEDERAL RESERVE 
SYSTEM HERE. WILL YOU THEREFORE PLEASE TRY 
TO MAKE CLEAR TO US PLAIN BUSINESSMEN HOW 
THESE CONTROLS BY THE FEDERAL RESERVE SYS 
TEM OR THE GOVERNMENT CAN BE MADE EFFECT- 
IVE AND HOW MUCH THEY HAVE JUST GOT TO BE 
WORKED OUT BY INDIVIDUALS—BUSINESSMEN 
AND THE HOUSEWIVES IN PURCHASING?” 


JOHN S. SINCLAIR: Well, that is a triple-barreled ques- 
tion. May I say just at the outset, it has been my own 
observation, in talking with people in various parts of the 
country and abroad, that the business cycles we have had 
and these periods of inflation are all man made. The longer 
one lives, the more one comes to the conclusion that there 
is nothing magic about economics. It is not an exact science, 
as in the physical field. It is just the result of an accumulation 
of actions and interactions of individuals, as businessmen, as 
consumers, and savers and such. That being the case, the 
greater knowledge we acquire from observation and from 
using scientific principles in developing facts leads us to be 
hopeful that, by wise and informed action, we through our 
own policies and our own programs pursuant to these policies 
can, if we will, obviate the need for increasing government 
control and action. Now, all government control and action 
represents another set of individuals trying to decide what 
all of us should do. That is why I have tried to say for years 
that we should go steady, slow and easy. Let’s make progress. 
Let's have some restraint. Let's do these things ourselves. We 
have learned it is unwise for all of us to run to one side of 
the ferryboat at one time. There was a time when most 
plans for capital expenditures by business were cut back 





436 


overnight. Many were thrown out of employment, and then 
we waited for nature to bring some fresh air. Now, you 
don't see the business concerns that have their capital programs 
planned for three, four, five, and even ten years ahead all 
running to one side of the ferryboat at one time. Our boom 
currently is “getting a little bit tired,” as they say, with some 
uncertainties about the second six months. Despite thar, 
you don't see businesses canceling their orders for capital 
expenditures or ditching overnight their planned programs. 
That is something very much to the good because, when 
you have consumer demand sloping off, or uncertainties and 
unfavorable psychology, business expenditures always help 
maintain employment. They support the stability of the 
society. And, when capital expenditures go off, consumer 
expenditures often—we had it in the years 1953-1954— 
help bring us out of an inventory recession. Therefore, it 
seems to me that the more knowledge we can have of these 
things, as businessmen, as great teams of cooperators, the 
more chance we have of helping ourselves and lessening the 
need for government intervention. 

Now, government has grave responsibilities—I will concede 
that. However, people in government have different points of 
view. There are some in government who lean toward control. 
Now, I am saying that kindly. Sometimes they have more 
devious or even nefarious points of view, as we have ex- 
perienced. That doesn’t apply to all of government, but it 
does characterize certain stages, whether in this country or 
any other part of the world. By our own restraint, our own 
intelligent action, our own knowledge and our own experi- 
ence, we can obviate some of these dangers. 


As to the discount rate, may I just say, as a former Federal 
Reserve banker, that its changes are purely a recognition of 
existing facts and their future implications. The recent increase 
by the Bank of England is a formal recognition of what is 
happening to credit in England. When I was there, I talked 
with many financial men. They were concerned because they 
were in one of the highest spending sprees they had ever had. 
The growth in consumer installment debt is too rapid and 
seems tremendous to them. It may not seem so to us by our 
standards, but to them it is very significant. The impact of 
all this comes when they need capital for expansion of their 
industries. And yet there is no way to get that capital because 
of the great demand of the consumers for goods and, as a 
result, low savings. They already have to import much of 
their food and much of their raw materials. Therefore, in 
referring to that constrained island with its 51 million people, 
you have the impact of many severe strains all at one time. 
They either have to go to inflation to create that capital, or 
they have to ask their people to restrain themselves. Now, 
do they have the guts to carry it through? To me it seems 
as a great test of the strength of democratic government. 
Can the British government go to the people with an un- 
popular program and explain it to them and win through? 
If so, we have great hope for democracy; if not, we have a 
big battle on our hands. 

ALLEN B. CROW: (Reading Question) “WILL YOU 
PLEASE APPLY YOUR THESIS TO OUR FARM SUR- 
PLUSES. WE UNDERSTAND THE FARMER BORROWS 
AGAINST HIS CROPS, AND IF PRICES GO DOWN TO 
A CERTAIN POINT, THE GOVERNMENT TAKES OVER. 
WITH THE GOVERNMENT OWNING MORE AND 
MORE OF THESE SURPLUSES, IS THERE ANY PROS- 
PECT OF THEIR BEING REDUCED? DOESN'T THAT 
SITUATION HAVE A BEARING ON THIS QUESTION 
OF WHETHER WE ARE MORTGAGING OUR FUTURE 
TOO MUCH?” 
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JOHN S. SINCLAIR: I am not an economist, but I am 
very sympathetic to the agricultural problem. Certainly these 
surpluses are a very real problem because, as we accumulate 
more and more, what happens? Our neighbor on the north 
has a very serious problem of wheat too, with a great 
accumulation and surplus. We send outstanding men around 
the world to see how we can dispose of our surpluses, and 
in so doing may disturb international markets including those 
of our neighbor on the north at a very difficult time. This 
is only one among many serious international problems. 

We know that some peoples of the world are still near 
starvation, and yet, if we make available some of these 
agricultural surpluses, we may be doing some injury to the 
economies of countries that grow very much less. I suppose 
the only answer is to hope and pray and work toward more 
realistic solutions. There are some indications that the price 
situation may improve, at least for the time being. That 
may give us an opportunity to change some of our agricul- 
tural thinking and permit us to cut down the surpluses. We 
still have millions and millions of people around the world 
who could be better fed and whose standards of living could 
be improved, and we've got to find some way to help them 
achieve these goals. That will help us with our agricultural 
problems if we do not let our short-run interests blind us 
too much. 

ALLEN B. CROW: (Reading Question) “PERHAPS, MR. 
SINCLAIR, YOU AS AN OUTSIDER HAVE BEEN 
STUDYING OUR AUTOMOBILE CREDIT. I DON’T 
KNOW WHETHER YOU HAVE NOTICED ANY OF 
THE ADS WHICH SET FORTH WHAT FINE CARS 
YOU CAN BUY WITH VERY SMALL DOWN PAY- 
MENTS, WITH EASY MONTHLY PAYMENTS OVER 
THREE OR FOUR YEARS. WOULD YOU CARE TO 
COMMENT ON THAT?” 


JOHN S. SINCLAIR: First, I would like to compliment 
Detroit and the automobile makers and distributors. I think 
they have shown statesmanship. Going into the new year 
with very high inventories, as we know, they have faced 
their problem realistically and are beginning to give those 
inventories a chance to work themselves down. Good sales- 
manship is a wonderful thing. The year 1955 showed that. 
I suppose one of the great changes of the post-Korean period 
is that we have come back to hard selling. I think that has 
been a great life to our whole country, to realize that we 
haven't yet scratched the surface of what we can do if we 
really become good salesmen. So, I am not one of the critics 
of the automobile industry. I think they have the problem 
of timing and of adjustment to changing demand. They are 
showing real statesmanship. I think during the remainder 
of the year they will help the rest of us continue a high level 
of prosperity, on an even keel. 

The weakening in the quality of credit is the great danger 
in installment borrowing. It is not so much the volume of it 
or even some lengthening of terms, as it is the quality. I 
have heard of many cases where people have been encouraged 
to take thirty months or thirty-six months on credit. Down in 
Texas or Southern California, I heard that one could walk 
out with a new car after leaving the old car, and with $250 
in the pocket to boot. Things like that are just plain excesses. 
They are not too general. I think the more we look into the 
quality and make sure that our credit, on whatever terms 
extended, goes to people who have a fair chance of paying 
it off even in a difficult period—or of developing some equity 
before the difficult period comes—there is our safety. We 
will have a better chance to continue a stable, high level of 
prosperity for a longer period of time if we preserve quality, 
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than if we push installment buying to excess and abuse it. 

ALLEN B. CROW: We have two questions here that 
are really one. 

(Reading Question) “CAN WE HAVE A SUBSTANTIAL 
REDUCTION IN FEDERAL DEBT WITHOUT BRING- 
ING ABOUT A SERIOUS DEFLATION?” 

(Reading Question) “WHAT DO YOU CONSIDER A 
SAFE LEVEL FOR OUR NATIONAL DEBT IN TERMS 
OF ITS RELATION TO OUR NATIONAL INCOME?” 


JOHN S. SINCLAIR: Of course, the thing that you get 
puzzled by, that you get a little bit afraid of, is that in our 
highest period of prosperity we don’t dare pay off a good part 
of the debt because of the alleged risk that we might bring 
on a depression. I think that is poppycock and silly. It is 
a question of pacing, a question of restraint. I was a little 
bit disappointed when I was abroad to read in the budget 
message that we were going to have a balanced budget by 
the end of this fiscal year and continuing into the next fiscal 
year, and then found that this balance was coming from 
higher tax revenues rather than decreased expenditures. Now 
somewhere, realistically, without dodging our relations to 
the rest of the world and without dodging the need for 
defense and defense items, I am not yet convinced that we 
cannot reduce our government expenditures very substantially. 
We can do that and still do these other things too, if we have 
the will to do so and the determination to do so, and if we 
don’t get ourselves mixed up in fallacies and false theories. 
That is what I am concerned about. The easy way out is to 
keep the airplane of inflation flying and flying and flying, 
and to trust that it will never crash. Well then we may lose 
alf sense of values and inevitably a terrible reaction to all 
that. Remember, for every action there is a reaction—there 
is bound to be—that is a natural law. 

I think the old-fashioned way, if we are over a period 
of time going to reduce our debt, is to reduce expenditures 
and not to rely upon exceptionally high taxation. Then we 
could also do something about our tax problem. 

Certainly tax relief can bring a boost when needed. Now, 
as I have said, you can’t have tax relief without a policy of 
reducing expenditures. Otherwise, you are caught in inflation, 
in a whole lot of hopeless theories. I think it is about time 
we have a group of men, like this Monetary Commission | 
have suggested, who might clear the air of some of these 
fallacies and some of the so-called “magic of economics,” 
which can be shown to be fallacies. 

I have answered these questions generally and got myself 
out of trouble, I hope. 

ALLEN B. CROW: We have this last question. 

(Reading Question) “WE READ CONCERNING THE 
TENSIONS THAT MAY DEVELOP INTO SERIOUS WAR 
IN THE MIDDLE EAST, AROUND FORMOSA, AND TO 
SOME EXTENT IN EUROPE. YOUR CALCULATIONS 
EVIDENTLY ARE BASED ON THE ASSUMPTION THAT 
WE ARE TO HAVE CONTINUED PEACE. SUPPOSE WE 
DO HAVE A WAR? YOU ARE GOING TO RUSSIA IN 
A FEW WEEKS. WE UNDERSTAND THAT THE 
RULERS OF THE KREMLIN EXPECT TO MAKE CAPI- 
TALISM FAIL EITHER BECAUSE OF WAR, OR BECAUSE 
OF OUR ECONOMIC ERRORS. WOULD YOU CARE TO 
COMMENT ON WHAT WILL BE OUR FINANCIAL 
SITUATION IN THE EVENT OF WAR?” 

JOHN S. SINCLAIR: I am glad you simplified it by that 
last question. Well certainly, if we are unfortunate enough 
to have another destructive war and face che threat of ex- 
tinction, we are going to have to spend everything we've got. 
It isn’t just expending money—it is the destruction of our 
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real wealth and our own resources. That could go to endless 
figures. Perhaps we don't have to worry too much about that 
because, if we do have another war, none of us will be 
around very long. I am sure and convinced of that from things 
that you and I hear and see. Our hope is that there is enough 
balance and restraint among the statesmen of the world, 
including our Russian “enemies” or “friends” (whatever we 
want to call them), to recognize the awfulness of man’s 
destructive power fully, to let this fact sink in, so that public 
sentiment throughout the world can really take over. 

I am told that a recent study of the educational system 
of Russia showed a larger percentage of younger people being 
educated in the sciences and given a chance to expand their 
horizons. One would hope that possibly in ten or fifteen 
years’ time the impact of these trained people on government 
decisions may be more effective and more constructive than 
we now expect or realize. That is one of the possibilities 
coming out of the educational process. I hape that we are 
not going to go to war, and that more and more our efforts 
are going to be directed in trying to educate ourselves and 
all the peoples of the world to the awfulness of war. I would 
say that, if war comes, we've got to take a good look at 
things—a very fresh new look. We may not have even any 
soil left which is uncontaminated before we get through, 
and we may not have a race of people. On that I am pessimistic 
as to the outcome. I don’t know whether the debt matters a 
tinker’s damn in that event. Such considerations would bs 
shoved aside, and the few that may be left are going to 
reconstruct something, but even then we don't know what 
will happen to that group. 

May I close just by making one more point. It seems to 
me that all of us in our private and public capacities 
whether as statesmen, members of Congress, members of 
state Legislatures, government officials, business and labor 
leaders, or just plain citizens—must bring into our conscious 
ness and our deliberations the inter-relationships of these 
public and private debts, their intertwinings and their ac 
cumulations, if we are to remain healthy and strong financially 
and economically, and prepare ourselves to meet the needs 
and demands of a potentially great future. In this connection 
there are two quotations that have impressed me. One is 
by a man named Hailey. He has been in the Far East and 
went through the last World War there. He has written a 
great deal in current periodicals. Here is the quotation 

“Believe constantly in people and in facts, and have faith 

that, if the former are given the latter, they will eventu 

ally reach the right conclusions.” 

I have great confidence in the American people. They are 
not going to be fooled too much. Some of their votes in Ohio 





last fall gave an indication of that. 

Now, I met down in New Orleans on a rainy Sunday 
morning, right off Bourbon Street, an old man who was 9! 
years old, who had retired. He had done great work in our 
Meteorological Section of the Federal Government in hurri 
canes. He lost his wife in the Galveston hurricane while he 
was saving 6,000 people's lives. He was a very interesting 
man. He finished his autobiography when he was 90, just 
a year before I met him. In the preface of this autobiography 
is this paragraph, and I have remembered it always. Keep in 
mind, this man is 90 years old. 

“My autobiography is written at a serious time, when 

the future of our country as well as our Western civiliz 

ation is at stake. Looking back over the years, I can recal! 
many moments when it seemed that all was lost, but events 
finally righted themselves. I have unbounded faith in 
human nature, and am firm unto the belief that some day 
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the world will achieve permanent peace, and that the whole 
human race will enjoy an even higher type of civilization. 
This will be brought about, however, by the industry and 
the thrift of individuals, and by the exercise of that in- 
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tellectual curiosity that makes for progress, as well as the 
genius for invention.” 
If when I am 90 years old I can write that way, I'll be 
satisfied, I assure you. 


The Press And The New Freedom 


PROBLEMS THAT NEED URGENT ATTENTION 


By KENNETH MacDONALD, Editor of the Des Moimes Register and Tribune, and President of the American Soctety of 
Newspaper Editors 


Delivered at the State University of lowa at lowa City, under the auspices of the Graduate College and the School of Journalism, 
March 15, 1956 


INCE THE FIRST news letters were distributed in the 

American colonies some 400 years ago newspapers 

have been undergoing a gradual process of evolution. 
In part they have been molded by the social forces of 
succeeding generations and in part they have themselves 
influenced those forces. 

I should like to discuss with you tonight the direction 
in which I believe the American newspaper is now moving. 
Following that I'd like to mention some of the problems 
which grow out of our present trends and which seem to me 
to need the urgent attention of all of us who are interested 
in any way in newspaper journalism. 

Every period in history is marked by change. I believe 
we might all agree that a distinguishing factor of our own 
particular period in history is the rapidity of change. A new 
revolution is altering rapidly the social, economic and cultural 
life in this country. This phenomenon has been widely 
reported in books, magazines and newspapers. It has been 
widely discussed on the platform and in the classroom, and 
I shall not bore you with a repetition here. | want to refer 
briefly to a few of its characteristics only to indicate the 
impact of this revolution on today’s journalism 

The significant social fact underlying life in America in 
this second half of the 20th century is that man now works 
fewer hours than he ever did before, and in those fewer 
hours produces more material goods than were ever produced 
before 

Our economy is not only producing more abundantly 
than ever before, it is also distributing these material things 
more evenly. The pie is bigger than it used to be, and it is 
cut into more nearly equal pieces. This higher standard of 
living is being produced with a smaller investment of energy 
per person. For most people working hours are growing 
shorter and leisure time is increasing substantially. More 
people than ever before have money available beyond what 
is needed for work and the necessary chores of living—time 
and money which can be invested in any way one chooses. 
And the actual free time and money have, in effect, been 
greatly expanded by the widespread development of rapid, 
low-cost communication and transportation. One-time stran- 
gers are now virtually next door neighbors, and the unfamiliar 
has been transformed into the commonplace. 

All of this has produced what might be called a new 
freedom or at least greater freedom for man to choose what 
he wants to do with his life. 

It is tending to produce a classless society. The barriers 
that once separated people into small provincial groups are 
breaking down—barriers of distance and geography, of race 
and religion, of money and class, of education and culture. 

Clifton Fadiman recently summed it up this way. “We 


Americans,” he said, “are on the threshold of a society in 
which everyone will belong to what used to be called ‘the 
leisure class’.” 

What kind of society we will build with this new freedom 
remains to be determined. People with new time on their 
hands may sit passively in front of a TV set, they may build 
furniture in a basement workshop, they may enroll in a 
great books course. They may have difficulty deciding which 
to do. There is plenty of evidence that this new freedom 
of choice has produced a restlessness in our people, a feeling 
of loneliness in the middle of the crowd, the condition so 
well described in David Riesman’s book. 

However, in its influence on the press I think the long-run 
effect of this revolution will be to increase the demand for 
high-quality journalism and to decrease the demand for 
mediocre journalism, and I believe it will lead to broader 
definitions of news and news coverage than those commonly 
used now. Let me cite three reasons for this: 

First, people's interests are broadening into more and more 
fields. Because people have more time, because they go more 
places, see more things, own more possessions, have more 
avocations, they develop interests and curiosities they never 
had before. 

As the earth shrinks in size through rapid transportation 
and rapid communication, individuals cover wider and wider 
areas. Political and economic forces grow more and more 
complex, and readers—more aware that they do not lead 
isolated lives—need more information to understand them. 

Second, interests are broadening; they are also deepening. 
The public wants not only more information, but better 
information. 

Along with the growth of free time and the mode of 
easier living have come an awakened interest in education, 
a new thirst for knowledge, and a burgeoning enthusiasm 
for a wide range of activities which were once regarded as 
the restricted province of a small handful of intellectuals. 

Some critics despair about the materialism of our society 
and the emphasis on mechanical gadgets. They see our age 
as a period of anti-intellectualism, a time of loyalty oaths, 
censorship and intimidation, a time when intellectuals are 
derided as soft-headed or dangerous or both. We do have our 
witch hunters, and there are alarming attempts to restrict 
the flow of information and confine intellectual expression. 
But may this not be the ferment resulting from renewed 
intellectual vigor? 

A higher percentage of our children are completing high 
school and going on to college than ever before. The con- 
troversies that are arising about educational methods are 
evidence that people have a new interest in education and 
place a high value on it. 
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It is possible to prove through polls that six persons out 
of ten in the U. S. have not read a book in the last year. 
That is an arresting and disheartening percentage. But it is 
also true that more books are being sold and read now 
than ever before, and they don’t all have undressed women 
on the cover. 

It is true that many television shows seem aimed at the 
lowest common denominator, and the commercials for 
deodorants and stomach remedies are depressing. But it 
is also true that through television millions of families now 
attend national political conventions, press conferences, public 
debates and top quality performances of the world’s best 
plays. Through television readers see politicians, scientists, 
actors, educators and musicians who previously were only 
names, and frequently unfamiliar names at that. Now they 
see them and hear them talk as living people. 

A public official or business man who painted with oils 
or water colors as a pastime in Teddy Roosevelt's day would 
have been afraid to admit it. He would have been looked 
upon as queer. Today popular magazines with mass circulation, 
such as Look and Life, regularly devote space to expensive 
full-color reproductions of contemporary painting. 

I am not contending that the majority of our readers have 
suddenly become intellectuals. I am saying that there is a 
new respect for education and culture, a new appetite for 
information and knowledge of all kinds, and that this new 
interest exists among a larger proportion of our population 
than has been true at any previous time. 

The third reason for the premium on high quality journal- 
ism is an economic one. The demand for any other kind 
of newspaper journalism is diminishing, because the appetite 
for it can be better satisfied elsewhere. Fifty years ago news- 
papers were relied upon not only for news, but also for 
various kinds of entertainment. For many families, reading 
the newspaper was the day's only relaxation, the principal 
activity outside of work and the daily routine of eating 
and sleeping. There were no radios, no TV programs, few 
movies, few organized sports events, limited transportation. 
There was good reason then to fill a substantial part of 
newspaper space with serial stories, games, horoscopes, comic 
strips and devices for passing time effortlessly. But with 
many other activities competing now for the reader's time, 
there is little profit to a newspaper in selling mediocre 
entertainment. If a housewife wants romantic fiction she 
can find it on the radio or TV with more emotional! overtones 
than anything the newspaper can supply. 

I am by no means suggesting that there should no longer 
be any fun or entertainment in newspapers. I think the 
world is full of entertaining things, and I believe fun ahd 
frivolity make mews just as politics and economics do. I 
believe Hollywood is a legitimate dateline along with Wash- 
ington, and | think dullness is a sin second only to inaccuracy 
But we are now living in a time of specialization, and the 
one commodity which newspapers can offer in wider variety 
and better quality than any competitor is news. Entertainment 
and time killers can be found elsewhere. I believe people 
will buy large quantities of newspapers which tell them 
what they want to know about the expanding world they 
live in, not only about politics and government and catas- 
trophe, but also about science, education, religion, the arts, 
and the fascinating business of living understandingly to- 
gether. I think the time is approaching when people will not 
buy, in large quantity, newspapers which fail to do that. 

What do we need to do to develop our newspapers along 
the lines I have been indicating? 

We need broader concepts of news on our city desks and 
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telegraph desks. We need more depth in our reporting. We 
need more accuracy in our reporting. We need more skill 
in editing. We need better writing. We need far more 
interesting presentation. We need more understanding of 
what we are reporting. 

While I am talking about the needs of the press perhaps 
I should put it on the record that I think American news- 
papers today surpass any other press in the world and any 
other period in our own history, both in the quality of the 
reporting and the responsibility of the editing. I could have 
devoted this evening to listing the accomplishments of Ameri- 
can newspapers, but I think it more useful to examine our 
opportunities. We have much room for improvement, and 
we have many problems. 

Because I am speaking on a university campus, where 
there are students and teachers with a special interest in 
journalism, I'd like to mention three problems which I think 
are most pressing. I hope the journalism colleges, with their 
increasing interest in research in the profession, can help 
provide the answers. 

The first problem has to do with a basic problem of 
communication. How can we make complicated and critically 
important mews situations interesting and understandable 
to a wider reader audience? 

It disturbs me that so many people do not actually read 
and understand important news stories. It disturbs me when 
persons express strong views on foreign policy, or the cost 
of education, or contemporary art, betraying at the same time 
that they have either not read or not understood the essential! 
facts. It disturbs me even more when persons are unable 
to express any opinion at all because they are either un- 
familiar with the subject or confused about its significance 
We are committed, wisely, to a form of government in which 
every man’s opinion counts equally at the ballot box. The 
security of such a government rests on the proposition that 
those opinions will be informed opinions, supported by facts. 

All of us are familiar with the phenomenon of a free 
society declining to vote at election time. In the last school 
board election in Des Moines less than 10 per cent of the 
qualified voters actually cast ballots. 

Editors properly devote a considerable amount of their 
time trying to make certain that important news is com- 
prehensively covered and responsibly edited. But responsible 
editing is not enough. Our news of politics and government 
and international affairs must be not only adequate in detail 
and objectively interpreted; it must also be interesting and 
attractive enough to be read. 

And it is no solution to blame the reader. Undoubtedly 
there are some persons so lacking in curiosity and sensitivity 
that they can never be interested in anything outside their 
own immediate orbit, but I am convinced that a greater 
appetite for serious news could be developed if as journalists 
we could improve our methods of presentation, if we could 
make these complicated situations more easily understandable, 
if we could relate the problems involved more perceptively 
to the lives of our readers. 

I suggest that this problem offers a field for fruitful study. 

The second problem I want to mention is a technical one, 
although it is related to the first. How can we make news 
papers easier to read and more attractive to the reader? 

There is a serious lack of research on this subject. Most 
industries work constantly to make it easier for consumers 
to enjoy their products, sometimes almost to the point of 
absurdity. Automobiles are push-button affairs now, TV sets 
can be tuned by remote control, and washing machines do 
everything automatically except sew on buttons. But news- 
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paper pages are still large and cumbersome, stories are 
continued from the front page and wrapped around ads 
inside, page layouts sometimes are more confusing than 
inviting, type sizes are often too small. 

Newspapers are still using the same type of heavy, cumber- 
some, expensive printing machinery that was used fifty years 
ago. We are still using the same engraving processes to 
print pictures that were used during the Spanish-American 
war. We have developed faster means of transmitting news 
and pictures but the processing of those communications into 
a usable form for the reader has been relatively unchanged 
for decades 

There have been a few innovations in typography and 
format in the last 25 years but not nearly enough. On The 
Register and Tribune we have for some time been engaged 
in a project of making newspapers easier to read. As one step 
in that project we increased the size of our body type to 9 
point last year. I think comon sense indicates the wisdom of 
that move. However, at the time we did it, I could find no 
idequate research into the subject of optimum type size 
and style and optimum column width for newspapers. 

Most daily newspapers are made up with 8 columns cn 
each page. Most newspapers use the so-called standard page 
size. There is a considerable amount of discussion about 
whether these sizes are the most satisfactory from the stand- 
point of publishing economics but is any researcn team 
studying these problems from the standpoint of the reader? 

A perplexing aspect of this problem is that it is exceedingly 
difficult for any one newspaper to make a marked change in 
its page size, number of columns, column widths and so on 
Many practices are frozen into the national pattern because 
of the complexities of advertising and other reasons. 
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In this whole field of newspaper readability we would 
be happy to have your help. 

The third problem I should like to mention, and I think 
it is a proper note on which to close these remarks, is the 
need for more persons of above average ability in this 
profession. It is disturbing that the enrollment in journalism 
schools is not keeping pace with general college enrollment. 
The really crucial problem of the world is communications. 
If people do not understand one another, then there is little 
hope for the future. In this process journalism inevitably 
plays an important part, and it must have its share of the 
best brains and most creative minds available. 

I think there are two parts to the solution of this problem. 
The one usually emphasized is that the profession must offer 
more in the way of compensation and other rewards if ir 
is to attract the caliber of people it wants. I agree whole- 
heartedly with this, but I think it is only part of the solution. 
I think journalism must not only offer more, I think it must 
demand more in competence, in education and in perform- 
ance. I think it must demonstrate the importance of the 
work. I do not believe that young people are attracted solely 
to the easy job and the easy life. The vast number of men 
and women laboring here on the faculty of this university 
is proof of that. If they were seeking only money and ease, 
they would look to a profession other than teaching. I think 
people are still attracted by challenge, and I believe there 
are many who find the idea of the arduous, dedicated 
professional life rewarding. I believe we will attract more 
men and women of unusual ability if as educators and prac- 
ticing newspaper men we make it clear that the educational 
and professional standards are exceedingly high, that the 
work is challenging and demanding and that the rewards— 
materially, intellectually and socially—are commensurate. 


Consumer Credit 


THE $36 BILLION QUESTION 
By ARTHUR O. DIETZ, President, CLT. Financial Corporation 


Delivered Before the Commonwealth Club of California, San Francisco, California, April 6, 1956 


FEEL especially honored to be the guest of the Common- 

wealth Club today and to visit, once again, one of my 

favorite cities. Your organization enjoys an outstanding 
reputation throughout the country and your membership 
is a most distinguished one. You were very kind to invite 
me here 

My topic, which refers to consumer credit as a thirty-six 
billion dollar question facing our nation today, is one that 
requires an answer—or a series of answers. People are asking, 
is consumer credit sound? Is there too much of it? What 
will its furure be? 

I come before you as a businessman who is going to talk 
about his business. To a certain extent I am at a disadvantage, 
just as many other businessmen would be. The case of the 
automobile industry will explain my point. Today it is 
hardly possible to pick up a newspaper without reading 
some criticism of the way the auto industry is conducted— 
yet I remind you that in the past ten years this same industry 
has been responsible for the greatest peacetime industrial 
feat of all time. 

The auto industry—our Number One industrial force— 
led this nation out of the wartime economy which prevailed 
from 1940 to 1945 and did it with such tremendous energy 
ind skill that we completely avoided the postwar depression 


everyone feared. It has produced 64 million cars and trucks 
in a decade, making possible the suburbanization wave that has 
revolutionized our way of life. It has poured at least 10 
billion dollars into our economy for new plants and better 
machinery and equipment. It has fooled all the Gloomy 
Guses who from year to year have predicted that a Detroit- 
born depression was just around the corner. 

Or take television. No matter where you go you read or 
hear criticism of television programming. Yet in ten years 
this industry has been responsible for a second revolution. 
It has placed this remarkable instrument for entertainment 
and education in practically every American home. It offers 
us more cost-free amusement and excitement in a month 
than we could have enjoyed in a lifetime in an earlier day. 
Last year, for example, Mary Martin played Peter Pan to 125 
million viewers, surpassing as a great dramatic and com- 
munications achievement all previous theatrical, motion 
picture and even written presentations of this immortal story. 
Only a few weeks ago, more than 50 million people saw 
Shakespeare's Richard III on a Sunday afternoon—more 
people than had seen this play previously in the thousands 
of times it has been performed in the last three-and-a-half 
centuries. 

It is the same with my business—instalment credit. Now I 
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am willing—in fact I am here—to debate the views of those 
who have misgivings about our affairs. And I would like to 
get it on the record, at the outset that the American economy 
as we know it today would never have come into being if 
mass financing—time buying—did not exist. 

A short time ago, the New York Times published a story 
by its Moscow correspondent on the new Russian effort to 
overcome the Western nations on the economic, rather than 
the military, front. Here is an excerpt from that story: 
Quote—It is not unlikely that the Soviet diagnosis of the 
world capitalist economy is now based on the premise that 
a major depression is about to break out again in the United 
States and spread throughout the free world. Soviet writers 
are emphasizing that such a depression did not occur last 
year Only because of the great growth of consumer credit 
in the United States, a factor they believe has just about 
exhausted its force. End quote. 

I suspect it may not be too long before the Russians 
announce they also invented instalment credit! 

Actually, there is no consumer credit in Russia. They have 
a long record of failure to meet the material needs of their 
people and create a standard of living for the ordinary citizen 
that would be regarded as adequate over here. If the worker, 
the producer, is not given a fair opportunity to share in the 
fruits of production—and to aspire to an ever-larger and 
more satisfying portion of life’s good things—a dynamic, 
self-feeding economy cannot exist. Human ingenuity and 
industry, particularly in this country, have demonstrated that 
it is possible to provide almost the entire population with 
more attractive and more comfortable homes; access to the 
most exciting entertainment by way of television and radio, 
finer, safer motor cars, and household appliances that have 
eliminated most of the drudgery and much of the waste 
and inconvenience of housework. Produce these we can— 
but it is consumer credit, and only consumer credit, that 
makes them available to the average American and his family. 

A few weeks ago a very significant cartoon appeared on 
the editorial page of the Wall Street Journal. The cartoon 
showed a man and his wife living in squalor, sitting on orange 
crate furniture, wearing patched clothes and with an antique 
radio as their only visible luxury. In the caption, they were 
pompously explaining to visitors that they always pay cash 
for everything they buy. 

An exaggerated cartoon very often spotlights the truth. 
This particular cartoon, published by the nation’s most in- 
fluential business newspaper, demonstrates—in a more ef- 
fective way than anything I can say—that instalment credit 
has won general recognition as a mainspring of our consumer 
economy. 

The importance of consumer credit is recognized, also, 
in President Eisenhower's recent Economic Message to Con- 
gress. As you know, he said the development of consumer 
instalment credit has been highly beneficial to the nation’s 
economy and he recommended that a study be made of this 
form of credit, with consideration given to the possibility of 
legislation to authorize Federal controls, on a standby basis, 
over its terms. 

It is in this atmosphere that I come to speak to you today. 
There is now general agreement—from such varied authorities 
as the economists of the Soviet Union, the Wall Street 
Journal and the President of the United States—that consumer 
instalment credit—for better or worse—is an essential element 
in the American economic system. In less than two genera- 
tions it has become widely used in the marketing of durable 
goods of all kinds. The amount of consumer debt outstanding 
at the end of 1955 was $36,225,000,000, after a climb of 
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more than six billion dollars in the previous twelve months. 

Approximately $5.5 billion dollars of that $36 billion 
represents charge accounts and service loans. This is not 
really consumer term debr at all but simply a billing con- 
venience. It represents the bills we all regularly pay each 
month to stores, to the doctor, dentist, utilities and so forth. 
Another $2,800,000,000 are single payment loans which 
banks make to business people and investors and which, in 
my opinion, have few characteristics of consumer credit. 
The remaining $28,000,000,000 properly called smstalment 
credit, is divided among automobiles, $14.3 billion; other 
durables, $6.4 billion; repair and modernization, $1.6 billion 
and personal loans, $5.5 billion. 

As we look at the recent record it must be pointed out 
that, in the past two years, there has been a significant 
liberalization of terms in the most important sector of in- 
stalment financing—automobile credit. During the twelve 
months between June 1954 and June 1955, banks and finance 
companies began accepting down payments on new cars of 
as low as 25 per cent (with some lower) and maturities 
running to 36 months. Previously, standard down payments 
were 33 1/3% and normal maximum maturities were 30 
months. 

I do not condone loose terms nor try to tell you that 
they are nothing to be concerned about. By any tested 
standards we have known in the past, 25 per cent down and 
36 months to pay are pretty liberal terms. A few years ago 
we would have thought them very loose indeed. 

I am not particularly alarmed by what happened last year. 
In the first place, the situation has stabilized. There has 
been no further drift toward longer maturities and lower 
down payments for at least six months. Maybe there's been 
a little stiffening—just a little. The industry has proved it 
can check itself when it wants to and there is nothing to 
indicate that any further liberalization is in prospect. 

You see, as in almost every other phase of our American 
business system, checks and balances—inbuilt stabilizers— 
exist. The pocketbook nerve is the best disciplinarian there 
is. If credit is granted on terms that are too loose, losses 
begin to increase in frequency. When any sensible business 
man finds he is running into losses because of some practice 
or policy for which he is responsible, he does not hesitate 
very long—he mends his ways just as fast as he can. Year 
after year I have seen that whenever someone gets too close 
to the fire of loose terms, he soon is singed and draws back 
That is what protects our economy, the great mass of con 
sumers, and the consumer credit industry itself from serious 
losses—that and the good judgment of the consumer himself 

Nevertheless, as I have already reminded you, in good 
times and bad, there have always been those who viewed 
the people’s credit with misgivings. Leading bankers and 
industrialists deplored it in the twenties. Roger Babson wrote 
of the “Folly of Instalment Buying” in the 1930's and he 
was not alone in his views. 

However, up to the present, these warnings have never 
been right. The bankers of the Twenties who prophesied 
that we in the finance business would eventually go broke 
because, in a depression, our customers would not pay thei 
debts, were proved 100 per cent wrong by the events of 
1929-35. The 1937 forecasts of Mr. Babson have never 
materialized to the effect that: 

(Quote) “If courage did not fail me, I should show that 

the instalment industry may lead to America’s downfall 

The desire for ease, which the instalment industry is 

stimulating, is increasing in the cities and lowering the 

birth rates. The curse of instalment buying will be elimi 
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nated only as the desires of the people are controlled 

and directed along sane lines.” (Unquote) 

As I prepared these remarks, I had before me a collection 
of stories from leading American business publications. My 
file goes back only to the early months of 1953 but in the 
past three years there have appeared hundreds of stories 
in the vein “The business boom is dangerously inflated by 
credit buying of wage earners who live from one payday to 
the next.” Yet the facts are that the debts of 1953, which 
were of such concern then, have all been paid—and none 
of the difficulties which were feared has come to pass. 
Instead, these same 1953-4 obligations were met and dis- 
charged with a delinquency and loss record that is the best 
on record 

Those who have these grave concerns about instalment 
debt never emphasize today's experience and they concede 
the excellence of the record in the past. Instead, the practice 
is to Cite some suppositious danger in the furure—something 
that might happen—but never has. Their criticisms clearly 
reflect mistrust of the individual consumer's right to decide 
simple personal questions for himself. There have always 
been those who cannot trust the ordinary fellow. In the 
18th and 19th centuries, for example, there were the in- 
tellectual or economic aristocrats who were sure average 
men could not be trusted with the right to select their own 
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Today the anxiety of this type of individual is now focussed 
on economic issues and particularly on questions of con- 
sumption, because consumption is calling the turn in our 
economy. The critic assumes that he or someone like him 
knows better than the consumer how much of the consumer's 
income should be spent for one commodity or service (in- 
cluding credit) as against another, and what is really “best” 
for Mr. and Mrs. John Jones. 

It would be patronizing and downright undemocratic for 
anyone to express this attitude openly, so it is usually 
rationalized in terms of the economic health of the nation, 
or the future of automobile or other durable goods sales, 
or the Jevel of consumer debt. 

The historic prejudices against going into debt for per- 
sonal purchases were widely held when I went into the 
finance business in 1916. I know, because I shared them. 
These prejudices were hamstringing the young automobile 
industry, for automobiles were costly and only the wealthy 
could buy them for cash. 

But as cars improved mechariically, more and more Ameri- 
cans realized their potential for pleasure and profit and 
wanted to own them. The pressure for credit arrangements 
began to grow, starting here on the West Coast, where the 
motoring season was longer. The problem of paying the 
manufacturer before delivery and tying up large amounts 
of cash for long periods was an insurmountable one for 
most dealers. The banks were unwilling to carry this load. 
Into this vacuum moved the first sales finance companies. 
Chey set up and handled the credit mechanism so obviously 
needed to help this new industry grow. 

In 1919 my first assignment from our founder, the late 
Henry Ittleson, was to call on manufacturers and dealers and 
try to interest them in our financing service. Most of the 
manufacturers I met were polite but unenthusiastic about 
the suggestion of selling cars on time. Some were even out- 
raged. I recall vividly one president who told me indignantly 
that his company would stop making cars before he would 
sell on the instalment plan. The company, incidentally, is 
still in business selling cars under his name and it has 
been selling most of its cars on time for more than 25 years. 


VITAL SPEECHES OF THE DAY 


Ir didn’t take long for the manufacturers and dealers to 
realize that to achieve mass production and mass consumption, 
a third mechanism—mass financing—would be necessary. 
By 1923, instalment financing had gained a firm foothold 
in the automobile field. Two years later, the number of 
instalment sales of automobiles exceeded the number of cash 
sales for the first time. 

During the next few years the motor industry pioneered 
in this new concept of mass financing. Millions of American 
consumers tried, for the first time, the idea of buying out 
of current income. Meanwhile, the manufacturers of other 
durable goods—refrigerators, radios, washing machines, and 
so forth—observed the success of the automobile industry 
and they, in turn, sought the help of finance companies. 

But the critics were hardly convinced. They warned that 
while instalment credit might get by in prosperous times, 
it would meet disaster in event of a business downturn. 
Let’s examine that record. 

The record shows that after the Crash of 1929, the 
portfolios of instalment credit companies proved to be 
sounder than any other type of investments except U. S. 
Government obligations. Three of the principal sales finance 
companies, including C.LT., ended the year 1929 with retail 
automobile outstandings aggregating $941,000,000. In the 
eventual liquidation of this paper, losses were less than 
$6,000,000—or less than two-thirds of one per cent. 

At December 31, 1929, these same receivables had an 
average maturity of 612 months. They were more than 90 
per cent liquidated by the end of 1930. This answers the 
argument that instalment credit causes people to pay in bad 
times for the “dead horses” they purchased when times were 
good. Art the end of 1930, when all the pre-1930 obligations 
had been liquidated, the Great Depression was scarcely 
beginning. Actually, 1930 was not a bad year for business 
and none of the debt which originated in 1929 spilled over 
into 1932 or 1933 to accelerate the depression. Any instal- 
ment credit which comes into being after the start of a 
recession or depression is not deflationary. Instead, this 
actually primes the pump for recovery because it is a net 
addition to purchasing power at a time when such additions 
are desperately needed. The FHA program, for example, was 
an instalment credit device started in the depth of the 
depression to provide new customers for the construction 
industry. 

During all those years, while the arguments flew back 
and forth, the consumer was quietly chalking up an excellent 
record of honesty, integrity and common sense. We have 
learned, as have all financing institutions, that the American 
consumer is the best credit manager in the world. He has 
proved this time and time again—not only during the 
depression of the Thirties but under every other conceivable 
economic condition. Consumer credit has provided—year 
after year, through good times and bad—an essential prop 
to the nation’s economy. So much for the history of consumer 
credit. How do we stand today? 

The present concern over today’s debt boils down to this: 
In 1955, instalment credit outstanding increased $5.4 billion, 
from $22.5 billion to $27.9 billion—a rise of 24 per cent. 
This increase reflects, primarily, credit extended for the 
great increase in automobile sales. It represents the aggregate 
decision of millions of consumers to spend on automobile 
purchases 6.3 per cent of their year’s income after taxes, 
instead of 4.7 per cent as in 1954. This increase in con- 
sumption did not have an inflationary result, for every 
economic indicator has held steady. But it did help in making 
1955 the most prosperous year in our history. Incidentally, 
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last year an average of less than one in a hundred of our 
automobile financing customers was delinquent 30 days or 
more and, as always, our total losses were well below one 
per cent. 

Some persons fear this rate of increase in consumer debt 
may be dangerous. They want to take steps to prevent such 
irregular growth of instalment credit, possibly by the use 
of direct controls. Since this credit is the servant of the 
average wage or salary earner, it is also a charge against the 
same group of people. And when anyone attempts to deter- 
mine whether there is too much indebtedness today, he 
should first consider who owes the money. . 

According to a study by the University of Michigan's 
Survey Research Center, published by the Federal Reserve 
Board for 1955, consumer debt is centered in the middle- 
income group earning from $3,000 to $7,500 a year. This 
income group, incidentally, has doubled in size since 1935 
and now makes up more than one-half the total population 
Specifically, the Michigan study shows that this debt is most 
heavily concentrated among younger families, who need and 
use instalment credit to establish early a standard of living 
they can acquire in no other way. There are few signs of 
“whim buying” or “credit sprees” in the behavior of this 
group. For them, the use of credit is not a device for “keeping 
up with the Joneses” but is simply part of a life-cycle invest- 
ment program; something they do to create a decent home 
and manner of living. They also are the group who are best 
able to carry it because of their incomes, their long-term 
prospects and their valid expectations for the future. Within 
the middle-income group, incidentally, it is shown that 86 
per cent either have no debt at all or are making debt re- 
payments that total less than 20 per cent of their incomes. 

Moreover, for these people, instalment buying is a method 
of building personal capital. Of the 53 million passenger 
cars owned by U. S. consumers at the end of 1955, an es- 
timated 40 million worth conservatively 40 billion dollars 
were owned free and clear of debt. Some two thirds of these 
cars were Originally purchased on time but now are completely 
paid for. In 1955, about 10 million people made their fina! 
automobile payments and this year, an estimated 9,200,000 
will do so. Those people are the prospects for new cars this 
year and next and many of them will surely buy. 

I hope you will agree with me that instalment credit, as 
it is employed today, is serving a most essential social and 
economic purpose and that it represents obligations by 
people who intend to pay their debts and who have long 
since demonstrated their capacity to do so. 

This leaves the final question: Is there too much of it? 

Usually, the experts try to answer this question—either 
pro or con—by referring to certain ratios based on Federal! 
Reserve estimates of the amount of credit outstanding. The 
points often made include: 

1. That the ratio of outstanding consumer debt to dis- 
posable personal income is today 13 per cent, compared 
with a range immediately before World War Il—often 
called a “normal” period—of 9.8 to 10.6 per cent 

2. That the ratio of instalment debt to savings and to 
so-called “discretionary” income (the money left over after 
food, shelter and clothing are provided in accordance with 
pre-war standards) is significantly lower than it ever was 
pre-war. 

3. That any measure of the growth of new consumer debt 
to other economic indicators in the past year shows con- 
sumer obligations gaining at a rapid rate. 

And so on. There are many of these conclusions, some 
of which seem to make the debt picture look very bright 
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and some which on the surface appear rather disturbing. 

In my opinion, none of these relationships is at all 
conclusive and no one can say with any certainty where the 
“too high” mark belongs. The chief reason is that all such 
ratios are based on pre-war comparisons and it is absolutely 
unreasonable to compare today’s use of consumer credit with 
that of any previous period—because several sweeping and 
fundamental changes have occurred. 

There is the great revolution in income distribution. Over 
half our families now qualify. as members of the middle- 
income group and have the means and the desire to employ 
instalment credit, which we have already seen is peculiarly 
a middle-income tool. 

A second change has been the new reliance which American 
family life places on durable goods. The family which in 
1929 or 1935 was spending so much per week for the iceman, 
so much for public transportation and so much for the laundry, 
was paying for these services by the use of “time payments” 
—a bill every week or an outlay every day. But now the 
iceman has become a refrigerator, the bus or train a family 
car and the laundry man or wash woman a washing machine. 
As a result, the substitute expenditures for preserving food, 
keeping clean or getting to work, by way of monthly pay- 
ments, became instalment credit and are duly reported by 
the Federal Reserve Board. Many a family spends a smaller 
share of its income on these necessities of life today, in a 
mechanized household, than it did when human effort and 
a daily cash outlay were involved. But the change does 
inflate today’s instalment credit totals, in comparison with 
the past. 

A final social change is in the community attitude toward 
the use of instalment credit. Today time buying is widely 
accepted and no longer bears any stigma whatever—as 
compared with past periods when there was considerable 
social or moral disapproval. 

To summarize, this is the case for consumer credit: 

It made possible the great mass-production automobile 
and appliance industries, is responsible for millions of 
jobs and has brought enormous material blessings to 
the American public. 

In the Great Depression, it made a splendid record for 
soundness, did not measurably contribute to the decline 
in consumer purchases and established the American 
time buyer as the best of credit managers 

In the post-World War II period, it has served the 
growing middle-income class well by making possible 
much of the increase in their living standards; it has 
made a tremendous contribution as we shifted most 
successfully from a war footing to the world’s most 
productive and prosperous peacetime economy 
Delinquency rates and losses by financing agencies and 
consumers have remained remarkably—and normally 
low. 

Durable articles bought on instalment credit swell the 
current statistics on the use of credit, as has the modern 
social preference for buying valuable durables out of 
income instead of using one’s savings. 

It is in this atmosphere of social change and universal 
recognition of the important place of consumer instalment 
credit in our economy that the Federal Reserve Board, at 
the request of President Eisenhower, will undertake a ful! 
scale study of the subject. I feel sure the study has already 
begun as an intensification of the long and continuing in 
vestigation of this form of credit which has engaged the 
Board's staff for years. 

I believe much that is good will come from this study 
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Our industry is not perfect and the employment of personal 
credit undoubtedly remains imperfectly meshed into the 
economy, as is normal in a free and dynamic society. We need 
better statistics and better reporting and I hope we will get 
them. We need to know a great deal more about the con- 
sumer and what makes him tick as he and his wife make 
decisions as to the allocation of the past, present and future 
incomes. Surely, everyone will agree that we need to know 
all we can about the consumer because he is the only reliance 
for keeping our plants and markets humming during the 
next decade when our economy achieves the goal—which 
it undoubtedly will—of producing 500 billion dollars worth 
of goods and services annually—25 per cent more than we 
now have 

The true function of instalment credit is made crystal 
clear by comparing its place in the economies of the United 
States and England today. With limited natural resources and 
insufficient productivity, England is a nation that must 
produce and export all it can to survive. 

England today is stringently limiting the use of instalment 
credit, for this is a very effective way to knock Englishmen 
out of the market for cars and household appliances, thus 
conserving steel, gasoline, power and other vital commodities 
that are either needed for export or must be imported. If 
you want your people to have less—want deliberately to 
depress their living standards—then, indeed, you should do 
what the British have been forced to do. 

However, with our own unlimited natural resources and 
productive capacity, the last thing anyone in his right mind 
wants is to reduce the number of car buyers, household 
appliance buyers and so on over here 

The U. S. economy needs more domestic customers and 
more domestic consumption, not less. The obvious solution 
is to let the powerful stimulant of instalment credit function 
freely to increase our living standards, our material satis- 
factions and our levels of employment and prosperity. 

In closing, I want to read this very recent declaration 


VITAL SPEECHES OF THE DAY 


by Mr. William McChesney Martin, Jr., the Chairman of 
the Federal Reserve Board: 

(Quote) —"“Time was when a man who financed luxury 
expenditures on credit was considered stupid and unreliable; 
but now one who refuses to capitalize on his potential and 
confines himself to financial actuality is the unusual case. 

“The typical instalment borrower today is not an improvi- 
dent man with small income. He is chiefly an urban or 
suburban dweller, is generally above 25 years of age, is 
married and has children to support, has an average income 
of about $5,000, and often has sizable financial assets. 

“He has committed himself to a regimen of small monthly 
payments for the purpose of acquiring an equity. To him 
these payments are essentially savings. And when you stop 
to think about it, what more sensible use of savings is there 
than their purposeful application to an improved standard 
of living for the saver himself and his family? This is an 
investment in life itself.” (Unquote. ) 

That is the clear answer to the Thirty Six Billion Dollar 
question. Consumer credit today is part of the very fabric 
of our national life. It is the tool we have forged in this 
favored land to build and equip our homes, to enable us 
to live in comfort, cleanliness, ease and safety beyond the 
dreams of the aristocracy of past generations. It brings us 
entertainment, transportation and self-expression which have 
given the experience of living several new dimensions. 

Consumer credit has grown with our growing population. 
It has risen with our standard of living. It has prospered 
as our nation has prospered. It has made our economy a truly 
democratic one. 

We who are entrusted with the administration of this 
splendid and vital tool have a deep obligation to all our 
fellow Americans. It is unthinkable that consumer credit 
shall not continue to grow in usefulness, guided by those 
principles of fairness, competitive enterprise and vigorous 
initiative which are and must ever continue to be the 
mainsprings of the American business system. 


THE PROTECTION OF SOCIETY 
By REED COZART, Pardon Attorney, United States Department of Justice, Washington, D. C. 


Delivered Before the Mid-Winter Meeting of The National Association of County and Prosecuting Attorneys, 
New Orleans, Louisiana, February 23, 1956 


HIS OCCASION is a pleasure and a real privilege for 
me. It is an opportunity indeed and I deeply appreciate 
it 

The Attorney General and the Solicitor General send 
their greetings. Both have spoken at meetings of your 
organization and hold you and your work in high esteem. 
You have so many common interests. 

It is indeed gratifying that you are taking time on your 
program to study what happens and what should happen to 
offenders after you have prosecuted them and sentences have 
been imposed. This is significant because usually prosecuting 
agencies and the courts feel that the case of a criminal is 
ended and the matter is forgotten when the verdict is returned 
and the sentence imposed. A large segment of the public 
also loses its interest in an offender at that point. Actually, 
in many instances, it is the most critical and important time 
in the life of an individual and it should be to the best 
interest of everyone if concern is shown for the weliare of 


the offender and his future. Certainly, you are to be con- 
gratulated upon demonstrating your concern and interest in 
these matters. 

As you know, the Department of Justice is involved in 
the total picture. It is interested through the Federal Bureau 
of Investigation and some of its other agencies in the ap- 
prehension and investigation of offenders. The Criminal 
Division and the United States Attorneys actively prosecute 
cases. The Bureau of Prisons has custody of all Federal of- 
fenders who receive prison sentences and the United States 
Board of Parole has jurisdiction over such prisoners. The 
office of the Pardon Attorney comes into the picture when 
Executive clemency and pardon after completion of sentence 
petitions are filed. The Solicitor General and other members 
of the Attorney General's staff are directly affected by and 
interested in these matters also. 

Mr. Brownell has extended an invitation to your President 
to attend the National Parole Conference that will be held 
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in Washington on April 9th, 10th and 11th. It has been 
called by the Attorney General and is co-sponsored by the 
National Probation and Parole Association. It will be a 
working conference and the leaders in this field will present 
the best-known methods, techniques and principles at this 
meeting. 

It is my understanding that we will have active discussion 
and participation today by all of you. My associates on the 
panel will take the lead after my remarks are concluded and 
will answer your questions. I will attempt to introduce the 
entire topic and discuss briefly probation, prisons, parole 
and clemency—all being recognized treatment devices or 
penalties for criminal offenders. What I say will be very 
little more than an outline of the matters I hope all of you 
will want to discuss. 

Perhaps we should first take a look at the objective of 
such penalties or devices. There are usually four justifications 
or explanations for imposition of penalties—punishment, 
deterrence, protection of society and rehabilitation. I will 
discuss each one briefly. 

Through the centuries there has always been the practice 
of punishment of the offenders. It goes back to the eye 
for eye and the tooth for a tooth doctrine. Many devices 
for punishment have been used through the years. Many 
of the cruel methods have been abandoned. There still 
remains, however, an element of vengeance, retribution and 
retaliation in our sentencing practices—and fines and prison 
sentences are often imposed for those purposes. Sometimes 
the imprisonment is imposed as punishment but those taking 
custody of the offender accept the sentence as an opportunity 
to punish the offender. Prison sentences should be as punish- 
ment and not for punishment. But more about that later. 

Undoubtedly, penalties have deterrent effects but probably 
they are not as effective as we would like them to be. 
We know that sentences—even of imprisonment—do not 
deter all offenders. Many of them commit other offenses. 
There is no way of knowing just how much a deterrent a 
sentence is to those who may be thinking of committing an 
offense but do not when they contemplate the possible penalty. 

Certainly, one objective should be for the protection of 
society. All of us owe that obligation to the community. 
We should always be concerned about what will be the 
most effective way to accomplish that objective. This is 
why dangerous criminals normally receive long sentences in 
prison. Every case must be or should be handled on an 
individual basis—with concern both for the future of the 
individual and for protection of his community—while he 
is serving the sentence and after release. 

This leads us to the objective of rehabilitation, and | will 
discuss it fully. Surely, if this is accomplished, the individual 
has been deterred from future depredations and society has 
benefited from many standpoints. The growing realization 
of these facts has caused more citizens and more public 
officials to place greater emphasis on this objective. Perhaps 
the term has been overused and misused frequently but the 
fact remains that whether we say rehabilitation, regeneration, 
restoration, reconstruction, redirection or whatever term is 
used, it is most important. 

This is true, whether we refer to imposition of fines, 
probation, prison confinement or release on parole or pardon. 
Sentences should be based upon the realization that all 
offenders are people. They are members of the community. 
They are fellow citizens. Our attitudes toward them and 
their offenses differ according to our own backgrounds and 
prior conditioning and often without giving consideration to 
their individual situations. 
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At any rate, they have violated the rights of others and 
the rules of society. We have the obligation to attempt to 
correct them and set them right. The big question is how 
to do it. What is the best method? What should be the penal- 
ty? These questions are not always correctly answered. 
Happily for the individual, and for society, they sometimes 
are. Many times by our mistakes we make people worse and 
start them on a criminal career because we just don't know 
what to do. We don’t always have the proper tools and 
we don't always take advantage of the available tools and 
information we have at our command. For instance, pre- 
sentence investigations are not made in all cases and judges 
impose sentences in the dark, so to speak. It is important 
that we consider this total problem carefully. 

Sometimes, we can profit by what other people say about 
us. I recall reading a report made by the Director of Prisons 
of Finland concerning his six-months experience visiting and 
studying State and Federal prisons in this country and was 
impressed, particularly by one statement he made. You know 
that Finland is predominantly a Lutheran country and they 
virtually have a state church. He said that whereas in Finland 
the offender is regarded as a fallen brother and it is the 
obligation of the state or society to restore him to the 
brotherhood, he found that in the United States an offender 
is normally regarded as an enemy of society and an outlaw 
To what extent his observation is valid I am unable to say 
It certainly points up a wide gulf between law violators 
and law enforcement agencies that must be bridged. 

Of this I am certain. In view of the rash of troubles in 
prisons in some of our states, we certainly should review 
our position in the prison field and in the whole area of 
rehabilitation programs. 

Regardless of whether we adopt a new attitude or not, 
we really should, as prosecutors, have a greater interest in 
a case than getting a verdict of guilty and closing the file. 
As prison administrators, we should be interested in doing 
more than just keeping a prisoner until he is legally released. 

And now, let’s take a look at the different types of 
penalties and their effectiveness. 

Very little time will be spent by me in discussing fines 
They are imposed as penalties in many instances even where 
there is not the slightest chance they will ever be collected 
The only suggestion I would make is that the imposition of 
a fine should be purposeful and meaningful. A thorough 
investigation should be made into the ability of an offender 
to pay a fine and if there is a strong likelihood a substantial 
one will be paid, then it should be imposed. An offender 
should not be required, however, to dispose of all his 
belongings and become an object of charity to pay a fine 
That does not make good sense. A fine as a condition of 
probation is a very worthwhile penalty where there is the 
ability to pay. Surely, there is no objection to the offender's 
being required to pay part of the costs. 

A comparatively recent type of penalty in wide use in 
the English-speaking world and in other jurisdictions is 
that of probation. Its wise and effective use is to be recom 
mended. There are sometimes cases of such notoriety or 
public interest that the extension of probation may be unwise 
as a deterrent or as a public relations factor. There are other 
instances where it is evident the offender is not a good 
probation risk, such as cases of drug addicts, alcoholics, et 
I would strongly urge, however, that when public sentiment 
will support it and where the offender is suitable, that 
probation be imposed—particularly in the case of younger 
first offenders. There are so many distinct advantages © 
probation. 
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In the first place, the offender has the opportunity to 
remain in the community and support himself and dependents, 
thus saving the taxpayer. 

Secondly, he has an opportunity to live a normal life in 
a normal society without being virtually ruined by regi- 
mentation and contamination by bad associates. 

Thirdly, he is spared the stigma of a prison sentence which 
for all practical purposes usually amounts to a life sentence. 
Seldom does a person ever completely recover from the 
effects of imprisonment and its stigma. He wears an invisible 
number and is always having to cite his record when filling 
out application blanks 

Some of the happiest reflections that come to me are 
those concerning men and women I have seen rebuilding 
their lives in a normal setting and taking their place again 
in the community while on probation. I will never forget 
the many grateful wives, fathers, mothers, brothers, sisters— 
yes, and children—who have been permitted to have their 
loved one) serve their sentences at home. The family ties 
are not broken. The offender has a chance to demonstrate 
he can rise above his mistake and remain a part of seciety. 

No, I cannot say too much for probation. I am glad its 
use is growing throughout our land and that it is proving 
so successt ul. 

One of the most widely-used forms of penalty is imprison- 
ment. Prison sentences include short terms in local jails or 
longer terms in penitentiaries and reformatories. In view of 
the fact that jails are normally overcrowded, under-staffed 
and are not able to provide adequate full-time programs of 
work, education, recreation, etc., there really are no strong 
arguments for imposition of jail sentences from the standpoint 
of providing opportunities for rehabilitation of offenders. 
The local and county jails have been maligned for many 
years on account of their disadvantages and, oftentimes, bad 
conditions. I am happy to say, however, that in recent years 
there has been improvement and in many cases, particularly 
in the larger cities, the operations of jails are being placed 
upon a professional basis. Nevertheless, it would appear that 
it would be far better to confine their use to the purpose of 
safe-keeping, pending disposition of individual cases and, 
in the event it became necessary to impose a sentence for 
the purpose of correcting or rehabilitating an offender, he 
should be committed to a correctional institution, penitentiary, 
or reformatory and for a period long enough for a program 

be worked out for his benefit. The question has been 
properly raised as to whether the local “pokey” or jail serves 
a useful purpose during these modern times except as a 
place of detention 

We will always have jails and offenders will continue to 
be sentenced to serve short sentences in them, however. 
So we should try to clean up the jails we have where indicated 
or build decent new ones, staff them with people with leader- 
ship ability and marshal all our assets to provide programs for 
their inmates—library, work, recreation, religion, health, etc. 

Most of the serious offenders are sent to prisons and it is 
concerning them I wish to spend some time. As stated 
before, there should be some reason or purpose for committing 

person to prison for a term of years. Surely, something 
should be done about providing the proper setting for the 
carrying out of that purpose. 

The start should be made before the sentence is imposed 
by a complete pre-sentence or clinical investigation to find 
out something about the offender, the causation of his be- 
havior and the type of treatment he needs to insure his cor- 
rection. If he should go to prison—then what type and for 
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how long? The sentence really should fit the offender, too, 
rather than the offense. 

Some of our larger states like California, New York and 
New Jersey and the Federal Government have a diversity of 
institutions—a type for almost every class of offender. Most 
states, however, in addition to the county jails and road camps 
or forestry camps have a penitentiary and a reformatory. 
Most of you are from those states. That means that your peni- 
tentiary and reformatory—if you have such institutions get 
all of your offenders who receive prison sentences. You 
know that all offenders are put into one institution in about 
one-half of our states. The sad fact is that these offenders 
differ from each other widely. I doubt if you realize just 
how widely. 

Actually, the population of a state imstitution, unless it 
is a specialized one, usually is a mirror or representative of 
the state population. This holds true for such factors as 
race, health, education, religion, intelligence levels, etc. You 
find all types of people in prison just like you do on the 
outside. This means that a prison program should be diversi- 
fied to meet the needs of the various groups. There is no 
set method or any particular type of program that will correct 
everyone. Some people in prison do not belong there and 
need very little correction. They committed a crime spon- 
taneously or unthinkingly and regret it immediately and for 
the remainder of their lives. 

There are others who have many things about them that 
need correcting. Some have only specific needs. I have known 
men who were completely rehabilitated as a result of a needed 
surgical operation. One man in particular, had a nerve that 
caused his eyelid to droop and disfigure him. He had the 
nerve cut and it improved his appearance. He quit drinking 
and met his obligations to a large family which, incidently, 
became a happy family. | could name many who were cured 
by joining an AA Chapter in prison and continued in this 
unusually worthwhile organization upon release. Learning 
a trade and being able to make a living has rehabilitated 
many men and women. 

Some people need the entire reshaping of their objectives 
and re-direction of their attitudes toward life, toward them- 
selves and others. Some have found that all they needed 
was to accept religion as their source of strength. You would 
be surprised how many people respond to trust imposed in 
them and accept opportunities to become self-reliant and 
to accept responsibilities. People often really mature in 
prisons. Some are brought up suddenly and shockingly to 
the realities of life. I have just recently reviewed the case 
of a man who was arrested and convicted of several crimes 
in his youth and got off with light sentences and warnings 
until one day he received quite a jolt in the form of a stiff 
sentence that changed his life. For more than twenty years 
now he has lived a law-abiding life. 

We have to be careful with so-called stiff sentences, too, 
because some people are overcome and cannot bear up to 
a severe sentence. Harsh sentences can cause loss of hope 
and contribute to anti-social behavior. 

Bearing in mind the needs of such a varied group of 
people, a prison program then should provide an opportunity 
for realistic, valid, meaningful and satisfying work that will 
benefit the institution and the person doing the work. Society 
will doubly benefit. I have no brief for punishing chores 
that are designed or devised to degrade the prisoner in the 
eyes of himself and others and do no good. The work 
assignments should be made while bearing in mind the 
capabilities of the prisoners and their future needs, so that 
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training received on the job has beneficial carry-over values 
when release time comes. 

Of course, the program should include as basic require- 
ments such things as adequate, decent housing, nourishing 
food, well prepared and served, adequate clothing, etc. But, 
in addition, we must not overlook religious and recreational 
needs. These can take on many forms to fill the need for the 
various types of individuals. Not only does this phase of 
the program help socialize people who need it but the 
management has an easier disciplinary job on its hands. Of 
course, these recreational features will consist of school, 
library, chapel, athletics clubs, hobby-shops, etc., conducted 
on Sundays, evenings and holidays—sparetime activities. It 
is during these critical hours when people deteriorate, de- 
generate and become embittered unless they have access to 
a well-planned and well-directed program of activities. 

In connection with these activities the maximum use 
should be made of community resources—from churches, 
clubs, welfare agencies, etc., so some semblance of normalcy 
can be brought into the abnormal prison environment. And, 
of course, the work program should be geared to the main- 
tenance needs of the prison and include an industrial program 
that will provide products to state agencies at below market 
costs. Manufacturers and organized labor are now taking 
realistic attitudes on this subject. 

All of these programs should be followed up by a realistic 
formal pre-release program—using services of available com- 
munity agencies—to help prepare prisoners to take their 
places in the community when released. Many of them have 
to make drastic readjustments and need help. 

Although I will spend no time on types of physical plants, 
I would insist upon more attention being given to the 
opentype institutions, such as Chino in California and the 
Federal institution at Seagoville, Texas and less given to the 
old bastille or fortress type. This need is obvious when 
experience is demonstrating that a majority of prisoners do 
not need ‘hese types of facilities. 

One vi the most vexing problems facing prison adminis- 
trators when planning a program for a prisoner and one 
which, no doubt, is well known to you, is the matter of 
detainers. A recent survey reveals that twenty-six percent of 
the prisoners in the U. S. Penitentiaries at Leavenworth and 
Atlanta had one or more detainers lodged against them. It is 
rather frustrating, under such circumstances, for a prison 
official to map out a program geared to the release needs of 
a prisoner when it is not known whether or not he will 
be released to a free community or whether he will be serving 
another thirty-day or thirty-year sentence. 

The placing of detainers very frequently denies a prisoner 
the benefit of parole and ordinarily requires him to be kept 
in a close-custody status. The reason I am mentioning this 
matter is that very frequently the detainers are removed 
shortly before the release date of a prisoner. Experience 
has shown that fewer prisoners are picked up on their release 
date on a detainer than are released after their detainers 
have been removed. 

The council of state governments has a committee working 
on this problem with the idea of arranging some sort of 
compact between the states providing for methods of clearing 
up detainers and giving prisoners opportunities to face early 
trials on new charges in order that the prison officials and 
parole authorities will have ample leeway to properly provide 
a program for the prisoners. This is not such a great problem 
in the Federal service, as far as Federal detainers are con- 
cerned, because under the existing rules of procedure prisoners 
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are insured prompt prosecution in other Federal cases pending 
against them. 

Naturally, on acount of the jurisdictional grounds it is 
quite a problem in the various states. The only suggestion 
I could give you is that you keep in contact with the prison 
officials concerning prisoners against whom you cause a 
detainer to be placed and cooperate with them toward 
arriving at a proper decision as to time, method and plan 
of release of the prisoner. It is really a waste of money to 
train a prisoner in some trade that is not going to benefit 
him on release yet it is unfair to deny him an opportunity 
to learn a trade and it is possible that the detainer will be 
removed when the time comes for his release. At any rate, 
this problem is one chat deserves attention and study and 
I hope all of you will avail yourselves of every opportunity 
to work with the prison officials on the various individual 
cases. 

Parole is another form of discipline frequently misunder 
stood. When correctly applied, it is a very worthwhile form 
of treatment. Release on parole after meeting all requirements 
therefor gives the offender the opportunity to complete his 
sentence in the normal community and without the usual 
prison restraints. Such release. is not a form of clemency 
Instead, it is authorized by a board or commission after 
careful review of the prison adjustment and the opportunities 
in the community. He is released, subject to conditions and 
is under supervision of authority. Should he violate the 
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conditions, he is declared to be a violator and must serve the 
remainder of the sentence. 

A large proportion of offenders released on parole suc- 
cessfully complete it. This means a distinct saving to the 
taxpayers and assurance of rehabilitation. Many persons re- 
leased on parole go out fearful that they will be faced with 
all sorts of real and fancied difficulties but more of them are 
now going out better prepared to meet these fears. I 
recently read an excellent letter written by a parolee back 
to the institution from which he was released, assuring all 
inmates that they have a chance to live a normal life if 
they really want to do so and do their part. Release on 
parole is an excellent way to bridge the gap between a 
regimented prison life and normal community life. 

There are a number of men, personally known to me for 
many years, who are making normal and excellent adjust- 
ments in the communities, under parole conditions. They 
are suffering no handicaps except the necessity for securing 
permission of their parole officers before changing jobs or 
addresses, etc. 

I will briefly mention the matter of pardon and clemency. 
This is a method of release that normally is an exercise of 
Executive clemency under extraordinary conditions. The 
President and the governors have the power to pardon con- 
victed persons and usually exercise it to reduce a sentence 
or to restore certain rights forfeited by a conviction. Normally, 
the former method is used under circumstances where there is 
some question of guilt and all opportunities for correction 
of sentences in the courts are passed, to release persons 
critically ill, or to correct obvious excessive sentences. The 
other type of clemency is to aid convicted persons who show 
they are rehabilitated to again exercise their civil rights. 
Many offenders, no doubt, exercise such rights, giving no 
thought to seeking their restoration, but some seek permission 
to do so. 
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In the field of rehabilitation there is nothing more important 
nor effective than the personnel participating in the program 
and the philosophy motivating them. Such personnel, to be 
effective, must be well-adjusted themselves. Persons who 
cannot maintain self-control and are not emotionally balanced 
are not successful in attempting to correct other maladjusted 
people. 

People in correctional work should not only have the 
capacity for gaining insight into the behavior of others but 
they should have experience and training in leading and 
supervising others. In addition, it is almost essential that 
they dedicate their lives to their work. Certainly, they must 
have an abiding faith in the ability of people to rise above 
their mistakes and be willing to devote their talents to 
helping them do so. 

They must be leaders and not drivers. Too many people 
fail in their work because they enter it to meet a real need 
of their own. They are people who have had no opportunity 
to earn status. They cannot be the boss at home or on their 
job, so they seek some position where they have authority 
and may impose their will on others. Sometimes such people 
are also sadistic by mature. Such people should be weeded 
out of the law enforcement and correctional field because 
they damage the lives of others. 

All correctional personnel should be chosen on a merit 
basis and be accorded the opportunity to attain professional 
status and have tenure on the job. Proper qualifications 
should be required initially and an opportunity for a career 
extended to all who prove themselves capable after training 
and experience. And, certainly, their compensation should 
be on the level of salaries in comparable work. This applies 
to all branches of correctional work. 

In closing I might add that it is the obligation of all of 
us to encourage public interest in our work and the results 
we get. Public apathy toward the crime problem and the 
lack of appropriate rehabilitation and treatment programs 
contribute more to our sad situation now than any one 
thing. When the public is aroused and conditions requiring 
correction are exposed, action usually follows. Newspapers, 
radio and television facilities will respond to the need for 
informing and arousing the public when called upon. This 
has definitely been demonstrated in the state of Louisiana 
during the past five years. All such facilities not only publi- 
cized the shocking conditions exposed but followed through 
by recommending and approving steps taken to improve 
conditions. 

Early in 1951, intolerable conditions were revealed at the 
penitentiary when a number of prisoners cut their heel 
tendons in protest against brutal treatment and bad conditions. 
The Governor appointed a committee to investigate the 
conditions. Several members of the committee and radio 
representatives were present. Not only did they reveal con- 
ditions to the Governor but highly publicized them. This 
focused penitentiary conditions during the ensuing guberna- 
torial campaign and resulted in all candidates promising to 
improve the situation. The press, radio and television channels 
supported the program inaugurated by the successful candidate 
and assisted greatly in securing the approval of the public. 
The program included the building of a new penitentiary, 
a reformatory for youthful offenders, a woman's unit, and 
the inauguration of a new treatment program, a merit system 
for employees and other reforms. 

We should not attempt to cover up and apologize for 
bad conditions. Instead, we should maintain an “open door” 
policy and keep the public informed. When properly in- 
formed, it usually responds adequately. 





